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FOR EFFICIENT 
INTER-BRANCH OPERATIONS 


IDP is automation—today's efficient method 
of integrating paper work between branches. At 
the heart of IDP is Private Wire Teletype—the 
communication system that makes time saving and 
money saving operations possible. 

You owe it to your business to investigate 
IDP and Private Wire Teletype—have our com- 
munications specialists show you how you can 
benefit in scores of ways. Call the telegraph 


office nearest you. 


5 A OTHER COMMUNICATIONS SERVICES 
Linked with Western Union Inquire about Facsimile Services 


for Canada-U.S.A. PW Service and Channels for Telemetering. 


CP-CNH TELECOMMUNICATIONS SERVE ALL CANADA 
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Getti Here it comes! . . . the barrage of questions that only the figure facts 
tting (up to the minute = accurate) can answer. Seer ae 
gives you a comprehensive, consolidated picture of all your firm’s 

the Facts activities at all times—real Management Control! 


All the facts and all the figures about your business. 
These you must have, day in, day out. For they deter- 
mine the decisions management must constantly make. 

Burroughs Sensimatic accounting machines are 
specifically engineered to provide you with a sweep- 
ing, consolidated picture of your true business condi- 
tion. On receivables, for example. On production. On 
sales and inventory. Payroll. Disbursements. (To do 
so accurately, too—and right now.) 

And certainly you'll find the Burroughs Sensimatic 
—with its emphasis on Management Control—worth 
investigating. Just call our nearest branch office. Or 
write Burroughs Adding Machine of Canada, Limited. 
Factory at Windsor, Ontario. 
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Burroughs Sensimatic =», 


“Burroughs’”’ and “‘Sensimatic” —T™Ms. 
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No matter how many copies - 


it's all ONE to BANDA 


Two ... twenty ... two hundred copies. It’s 
one to Banda, one typing, one checking, one opera- 
tion. Banda brings a complete copying method to the 
service of your business. No matter how many, what 
type or size of copies, Banda will produce them in 
black on one to seven colours at the same operation 
without ink or stencils, without interleaving carbons 
and repeat typing, without rechecking and multiple 
corrections. 


For further details or a free trial: — 


BLOCK & ANDERSON (Canada) LTD. 


Head Office: 6333 Decarie Blvd., Montreal, P.Q. Tel. RE 7-1114 


Branches in: TORONTO OTTAWA VANCOUVER HALIFAX CALGARY 
Telephone: WA 4-7788 PA 2-3491 PA 8738 38-6618 AM 2-2943 


Greenshields & CoInc Greenshields & Co 
Underwriters and Distributors Members Montreal Stock Exchange 

of The Toronto Stock Exchange 
Canadian Security Issues Canadian Stock Exchange 











Why is ADDO-X famous the world over? 
Because of the lightning, finger-tip opera- 
tion? Because of the smooth, noiseless 
action? Because of the modern, functional 
design? These are some of the reasons. Let 
your operators discover the many other 
exciting, new features. For a free demonstra- 
tion in your own office, on your own work, 
contact the dealer nearest you. 


National Distributor: 


LIMITED 


265 DAVENPORT RD., TORONTO 
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Accountants’ Liability Insurance 


ARE YOU FULLY AND PROPERLY PROTECTED 
BY THIS ESSENTIAL INSURANCE 
AT THE LOWEST COST? 


* 


* 


J. H. MINET & CO. (CANADA) LTD. 


759 VICTORIA SQUARE, MONTREAL, 1, P.Q. 


Leading specialists in Accountants|Excellent facilities for arranging all 


Liability Insurance for 30 years|types of insurance with LLoyp’s, LONDON 


@ What CARBON Duplicates 
You don’t Retype or Recheck 


—Multiple forms take less typing 
less ch » less typing if 
they're 


G&T CARBONIZED 
FORMS 


SNAP SETS or 
“HOT SPOT” CARBONIZED 


FREE SAMPLE FORMS - DESIGN 

SERVICE - MODERN PRODUCTION 

FACILITIES 

For complete information call our 
SYSTEMS DEPARTMENT 


HI. 4-6671, or write 33 Green Belt 
Drive, Don Mills, Toronto 


[;RAND & [OY 
Sl ie te —_—_—_—_—_— 
; OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 


TORONTO HAMILTON 


A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Examina- 
tions. 


Brings together articles especially 
written to assist students prepar- 
ing for their chartered accountant 
examinations. 


Price 30c a Copy 


Tue CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto-5, Ont. 





HERE’S HOW... 


| uses ADP to process 10 invoices 
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The growth of paper work has equaled 
the Company’s own rapid growth, and 
its Automated Data Processing system 
has brought both advantages and re- 
lief. Now data is mass produced and 
processed as a by-product of one op- 
eration, Invoicing. There is speed, 
close integration, accuracy, positive con- 
trol. New volume can be handled com- 
fortably, absorbed economically. 


Once a sale is made, ‘common lan- 
guage’ punched cards are used to prepare 
all documents and reports. Constant in- 
formation from the cards, with vari- 
able ‘mark-sensed’ information from the 


per minute 


new order, appears on the invoices. They 
are processed on an IBM Electric Ac- 
counting Machine at the rate of 10 per 
minute. Many other procedures are han- 
dled automatically as a by-product of 
Invoicing: Stock Control and Replenish- 
ment, Accounts Receivable Statements, 
Control of Consignment Stock, and 
Financial Statements. 


The Moore man, using Moore facilities, 
helped with scientific design and con- 
struction of a 3-part Register Form 
Shipping Order, a 5-part Speediflo In- 
voice and various other forms to ensure 


maximum benefits from the system. 


a n mi & If you would like to read the details in this booklet, write 


' co he . on your Company letterhead to the Moore office nearest you. 


MOORE BUSINESS FORMS 
Division of Moore Corporation, Limited * A Canadian Company Ltd 


856 St. James St. West 7Goddard Avenue 711ErinStreet 296 - 12th Avenue East 
MONTREAL TORONTO 15 WINNIPEG VANCOUVER 


Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 
offices and factories throughout Canada, U.S., Mexico, Caribbean and Central America. 
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M:Leop, Younc, WEIR & COMPANY 


Members of The Investment Dealers’ Association of Canada 


DEALERS IN 
GOVERNMENT, MUNICIPAL AND 
CORPORATION SECURITIES 


Direct private wires to Montreal, Ottawa, Hamilton 
London, Kitchener, Winnipeg, Calgary, Vancouver, 
and The First Boston Corporation, New York 


Stock orders executed on all Exchanges 


50 King Street West 276 St. James Street West 
Teronto Montreal 
EMpire 4-0161 HArbour 4261 
Ottawa Winnipeg London Vancouver Hamilton Calgary 


Kitchener Quebec Sherbrooke Windsor Edmonton New York 


Reduce your 


Recent changes in the Income Tax Act now 
make it possible for many Canadians to obtain 
retirement pension annuities on much more 


while you save for favourable terms than before. 


Within prescribed limits, contributions to a re- 
tirement savings plan are now deductible from 
your taxable income. Imperial Bank of Canada 
offers you a convenient method of making your annuity premium payments. 
Open a Savings Account at any branch of Imperial, and deposit regularly. On 
your direction, we will make the necessary premium payments to your Insurance 
Company, Trust Company, or other institution through which you have arranged 


your retirement plan. 


Remember too... the money 
you deposit at imperial wit = | ME PERIAL 
earn you interest while you 


save. “2 BAN WK ar cewice built 
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H.H. STIKEMAN, Q.C. 

In “Differences Between Business 
Income and Income for Tax Purpos- 
es’, Heward Stikeman, Q.C. analyzes 
some of the basic differences which 
separate business and accounting 
standards from income under Canad- 
ian taxing laws, and cites numerous 
decisions in the Canadian and British 
courts to show the gap that exists be- 
tween them. Since the difference 
which causes the most confusion is 
possibly in the so called “capital gain” 
area, the author deals at some length 
with this and gives his reasons why 
ultimately it is so important for in- 
come or, alternatively, capital gain to 
be precisely defined. 

Mr. Stikeman practises as tax and 
corporate counsel in the firm of Stike- 
man and Elliott, Montreal. He was 
formerly Assistant Deputy Minister of 
the Taxation Division, Department of 
National Revenue, and later served 
for two years as counsel to a special 
committee of the Senate formed to in- 
vestigate the study of taxation in 
Canada. Many readers will be fam- 
iliar with his work as editor of Can- 
ada Tax Service and Canada Tax Di- 
gest and articles in legal and ac- 
counting publications. 


A. J. TREBILCOCK, Q.C. 

Whether stock should be listed on 
an exchange or not is a question of 
policy to be decided upon by the com- 
pany directors. If a company is large 
and its capital stock is distributed 
over a wide geographical area, man- 
agement may find it advantageous to 
list the stock on a stock exchange. The 
fact that this is done gives the inves- 


tor assurance that the company has 
been legally constituted, although, 
naturally enough, the exchange does 
not assume any responsibility for the 
merit of the securities listed much 
less to guarantee investors against 
loss from purchase. In “Listing Re- 
quirements on Canadian Stock Ex- 
changes”, Arthur J. Trebilcock out- 
lines the broad principles for listing 
which are accepted by most of the 
recognized stock exchanges on this 
continent and examines specifically 
the listing requirements on the Tor- 
onto Stock Exchange for mining, oil 
and general securities, known as in- 
dustrials. He explains that the require- 
ments cited are, for the most part, 
used by nearly all of the seven ex- 
changes. 

Mr. Trebilcock was appointed pres- 
ident of the Toronto Stock Exchange 
in 1956 after serving for 22 years as 
its executive manager. He graduated 
from Osgoode Hall in 1921 and, in his 


earlier years, specialized in mining 
and corporation law, acting at one 
time as legal counsel for the ex- 
change. For the past 23 years, as exec- 
utive manager and president, he has 
directed the intricate operations of 


Canada’s great financial trading 
centre and one of the world’s most 
highly mechanized stock exchange 
systems. 


D. W. IRWIN, C.A. 

One of the great changes which has 
come about in the municipal world 
since 1945 has been the growth of 
urban areas in essentially rural town- 
ships. This development has created 
a maldistribution of residential and 
industrial assessments and, as Doug 
Irwin outlines in his article “Econom- 
ic Factors in Municipal Government”, 
one municipality may find its financial 
resources strained to the utmost while 
its neighbour, blessed with new indus- 


tries, enjoys a low tax and compar- 
Continued on page 194 
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Insurance * 
protection 
is most important 


here va 


ACCOUNTS 








RECEIVABLE 


When a shipment is made—title passes—and you create an account 
receivable. You are more certain of the end result—PROFIT—when 
you protect accounts receivable with Credit Insurance. That’s why an 
increasing number of executives have decided that NO cycle of pro- 
tection is complete unless capital invested in accounts receivable is 
insured by ACI. To learn more about Credit Insurance, call or write 
AMERICAN CREDIT INDEMNITY COMPANY of New York, Dept. 64, 
Montreal, Quebec, Sherbrooke, Toronto, Hamilton, Woodstock or 
Vancouver. 


Liquidity of capital is the 


prime responsibility of management. 


Protect your working capital 


invested in accounts receivable 


with American 
Credit 
insurance 
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ative financial ease. With the prob- 
lem of interrelationship between rur- 
al and urban communities causing 
such concern at the present time, Mr. 
Irwin feels that the solution, if there 
is one, is the inauguration of metro- 
politan schemes whereby related ur- 
ban rural municipalities may share 
both their resources and responsibil- 
ities either by annexation, amalgama- 
tion or joint administration of certain 
services. Meanwhile, he considers that 
the best financing method is by a real 
property tax relieved by provincial 
and federal assistance. This is the last 
in a series of articles on municipal 
finances, written by various contri- 
butors and published in The Cana- 
dian Chartered Accountant during re- 
cent months. They will be made avail- 
able later this year in booklet form. 

Mr. Irwin graduated in economics 
from the University of Manitoba and 
obtained his certificate in chartered 


accountancy in 1947. Since then, he 
has been with Fred Page Higgins & 
Co., Toronto and was recently admit- 
ted to partnership in the firm. He is a 
special lecturer in business adminis- 
tration at the University of Toronto. 


NORA M. FOULDS, C.A. 


The oft maligned TV and radio 
“commercial” has provided millions of 
dollars from which radio stations 
purchase the necessary talent and 
facilities for bringing into the home 
the programs that the family wants 
to see and hear. It has helped to build 
a large and important post-war indus- 
try, during which time the number of 
privately owned Canadian radio and 
television stations on the air has 
doubled. In “Radio Broadcasting and 
TV Accounting”, Nora Foulds writes 
about some of the accounting proced- 
ures which a broadcasting station 
faces on the income side of its busi- 
ness. In addition, she explains some 


of the reasons why accounting for tel- 
evision is not the same as_ that 
for radio broadcasting. Accountants 
should find the author's suggestions of 
real help in a field usually considered 
to be outside the more usual type of 
business enterprise. 

Miss Foulds is treasurer of the 
London Free Press, which also owns 
and operates a radio and television 
station. In this capacity, she oversees 
the accounts of the three enterprises. 
She obtained her certificate in char- 
tered accountancy in 1949 and is a 
member of the Institute of Chartered 
Accountants of Ontario. She is also 
secretary of the Institute of News- 
paper Controllers and Finance Off- 
cers and is the only woman ever to 
be elected a director of that organiza- 
tion. 


A SURVEY 

This summer the Editor conducted 
a series of interviews with firms in or 
about to enter the field of electronic 
data processing. The purpose was to 
find out how they first became inter- 
ested in the equipment, the basis for 
the selection, training and indoctrina- 
tion of their programming staffs, and 
the results they expected from using 
a computer in their businesses. Man- 
ufacturers of electronic equipment 
were also questioned to find out what 
assistance they are giving their cus- 
tomers in training and services and 
what can be expected in the way of 
further technical developments in 
computer equipment. In “The Deci- 
sion to ‘Go Electronic”, it is hoped 
that many firms who have yet to in- 
vestigate their data processing needs 
will benefit from this report. It should 
be pointed out, however, that some of 
the views expressed are based on 
theory and opinion and have yet to be 


proven. 
Continued on page 196 
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UNDERWOOD SUNDSTRAND MEANS 


Up to 30% 
faster 
posting 


"Mo 
SL bing 








Exclusive 10-Key Keyboard 


underwood 7” 


Sato’ LIMITED 
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° 
a ACCOUNTING MACHINE 
Laced DIVISION 


The Origine! 
Touch Methed * 
Keyboerd 


HEAD OFFICE: 
135 Victoria St., Toronto 1, Ontario, 


COMPANY OWNED BRANCHES AND SERVICE 
IN ALL PRINCIPAL CANADIAN CITIES 


headswing 


\\ 


~~ 


Underwood Sundstrand’s 10-key Key- 
board is fast and accurate because it is 
compact, and operated by touch method 
that is easy to learn. The operator’s eyes 
need never leave the posting media, a 
factor that helps speed up posting as 
much as 30%. 


MOST AUTOMATIC! The Underwood 
Sundstrand automatically prints dates, 
selects the debit or credit column, com- 
putes and prints balances, proves the 
accuracy of each posting—and the 
carriage opens and closes automatically 
for quicker form handling. 


MOST VERSATILE! One machine can 
be used for more than one job and instantly 
adapted by the operator. 


UNDERWOOD LIMITED, 135 Victoria St., Toronto 1, Ont. & 
Please send me illustrated folder describing ; 
Underwood Sundstrand Accounting Machines. : 
ONO ksstpshcnsscosncuscnsandcsaiesvessoncds PO iisscncesseasabschacns : 
Nari tis tesnatthensntnebiasagite eatdniesie : 
IDND IR 0535.55 dace cinep ses ab conics Sadesness Spaseevwesapeakcanss oes Fe ; 
NO agai ct oxic nas sicpacasinasicisuiep ay aiaescn eahuesathadisanakaputeanecaaa 
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F.R. SOUTHMAYD 


In the retail trade, there is a much 
closer awareness of the part that con- 
sumer credit must play in the future 
if sales volume is to be maintained. 
Retail credit has, in fact, reached such 
proportions in relationship to our 
whole pattern of financing that it now 
has a marked effect on the well-being 
of the economy as a whole. In “Re- 
tail Credit and the Auditor”, Fred 
Southmayd examines the place and 
importance of retail credit in the 
economy and is aware that the auditor 
needs to understand thoroughly the 
basic principles of credit practices so 
that he can be of greater assistance 
to the retail merchant and the share- 
holders of a company in which credit 
volume is a significant factor. 

Mr. Southmayd obtained his early 
experience with International Busi- 
ness Machines Company and Ontario 
Hydro-Electric Power Commission, 
where he was responsible for systems 
work and the installation of punch 
card accounting. He joined the Rob- 
ert Simpson Company in 1947 and is 
currently general credit manager in 
Simpsons-Sears Limited. He is a 
member of the Toronto Board of 
Trade and the Credit Grantors Asso- 
ciation. 


A. H. HOWSON, C.A. and 
T. S. MORSE, C.A. 

In “Time Clocks for the Hourly 
Paid Employee?”, the pros and cons 
of the clocking system are discussed 
by two members of the accounting 
profession who have both had con- 
siderable experience with large Can- 
adian corporations. Hugh Howson, 
until recently controller of R.C.A. Vic- 
tor Company Limited, Montreal, feels 
that, where accuracy is required in the 
basic recording of time on the job, 
the time clock provides the best 


answer. On the other hand, Thomas 
Morse, supervisor of consolidated ac- 
counting, Du Pont Company of Can- 
ada (1956) Limited, Montreal, says 
that the clock system is subject to so 
many abuses which puts the responsi- 
bility for the maintenance of accurate 
time records squarely on the shoul- 
ders of the plant supervisor. The crux 
of the argument seems to rest on how 
efficiently a machine can provide 
those factors which are vital for 
proper accounting controls. 

Mr. Morse joined Du Pont in 1953 
after practising with Riddell, Stead, 
Graham & Hutchison and was ad- 
mitted to membership in the Insti- 
tute of Chartered Accountants of Que- 
bec in 1952. Mr. Howson, since his 
article was written, has joined the 
management advisory services staff 
of Price Waterhouse & Co., Montreal. 
From 1939, when he obtained his C.A. 
certificate, to 1954 he served in var- 
ious capacities in the accounting de- 
partment of Canadian Industries Lim- 
ited. He is a member of the Institutes 
of Chartered Accountants of Ontario 
and Quebec and the Controllers Insti- 
tute of America, Montreal Control. 


FORTHCOMING FEATURES 


PITFALLS IN TAx COMPLIANCE 
T. A. M. Hutchison 


THE INTERNAL AUDITOR 
L. G. Macpherson 


How D.B.S. Serves THE NATION 
S. A. Goldberg 


Direct CostTINnG 
Alphonse Riverin 
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END DECIMAL-POINT ERRORS 
with Marchants new /( BECreMAGIC 








Touch one key one time—and 
DECIeMAGIC sets all your decimals 
automatically in the keyboard and 
all dials, guaranteeing you correct 
decimals throughout the problem 
and in the answer. Tara ee 


This positive protection, plus many . sialic 
other exclusive advanced features, i ee ee ees 
makes Deci: Magic the easiest cal- 
culator to use ever built. Never be- 
fore has a new calculator created 


quests for demonstrations. 


See it for yourself—ask your nearby 
Marchant Man for a Deci* Magic 
demonstration on your own figure- Career ace ae 
work. ith i ie 
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DECI-MAGIC 


MARCHANT CALCULATORS, LTD. does it all for you—automatically 


ALL Decimal Setting 
26 DUNCAN ST., TORONTO 2-B, ONT. ALL Dial Positioning 


Modern Management Counts on Marchant ait 
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C.1.C.A. Officers 1957-58 


James A. deLalanne, C.B.E., M.C. 
and Bar, of Montreal, was elected 
president of the Canadian Institute of 
Chartered Accountants at its 55th an- 
nual meeting in Saskatoon on August 
20. He succeeds W. Givens Smith of 
Regina. First vice-president is John 
L. Helliwell, Vancouver, and second 
vice-president James G. Duncan, Ed- 
monton. J. A. Wilson, Toronto, G. 
W. Hudson, Moncton, N.B. and John 
Hyslop, St. John’s, Nfld. are regional 
representatives. Douglas Ampleford 
has been elected treasurer of the In- 
stitute to succeed T. A. M. Hutchi- 
son, Toronto, who has retired after 
serving for a term of five years. E. 
Michael Howarth is executive secre- 
tary. A report of the meeting will ap- 
pear in the October issue. 


Research Bulletin No. 14 

Accounting Research Bulletin No. 
14 on “Standards of Disclosure”, is- 
sued in August by the C.I.C.A. Com- 
mittee on Accounting and Auditing 
Research, revises and replaces the 
first bulletin brought out by that com- 
mittee in 1946. The text of the bul- 
letin together with a commentary on 
it is published in the Accounting Re- 
search department of this issue. 


Amsterdam Representatives 

Some 80 Canadian chartered ac- 
countants are currently on their way 
to Holland to attend the International 
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Congress of Accountants which will 
be held in Amsterdam from Septem- 
ber 9 to 13. Canada has been allot- 
ted 13 official delegates. The C.I.C.A. 
will be represented by James A. de 
Lalanne, president, L. G. Macpher- 
son, research director, and W. L. Mc- 
Donald. Delegates of provincial In- 
stitutes are Lorn McLean and A. D. 
Stanley (B.C.), Daniel Sprague 
(Man.), J. G. Brown, W. G. H. Jeph- 
cott, K. L. Carter, C. L. King, S. H. 
Sorley (Ont.), J. R. Church and G. 
P. Keeping (Que.). 


Members Directory Ready 

The 1957-58 edition of the Direc- 
tory of Canadian Chartered Account- 
ants will be off the press before the 
middle of September and advance or- 
ders are now being taken for copies. 
An order form was sent to members 
recently indicating that the special 
price to members will again be $3.00. 
The regular price is $6.00. 


Brochure on Forest Product 
Industries 

Another study in the series on ac- 
counting for special industries will be 
published later this month by the 
C.1.C.A. Committee on Accounting 
and Auditing Research. Entitled “Ac- 
counting for the Forest Product In- 
dustries”, this brochure gives concise 
descriptions of the logging industry 
as well as of the lumber, pulp and 
paper, and plywood industries, and 


Continued on page 200 








Every Accounting Executive Should 
Know About This 


Newest Method of Work 
Reduction in Accounting 
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Revolutionary One-Writing Method Slashes Rewriting and Clerical 


Copying as Much as 70% in Accounting Operations! 


Accounting paperwork involves a tremen- 
dous amount of rewriting and clerical 
copying. Hundreds of accounting firms and 
departments have proved Copyfiex elimi- 
nates virtually all of this costly work load! 


With Copyflex, only new or variable 
information is entered on worksheets or 
forms. Then exact, black-on-white copies 
are made in seconds—without slow, costly, 
error-prone rewriting and retyping of con- 
stant or previously issued data. Copyflex 
machines are clean, odorless, economical— 
8% x 11” copies cost approximately one 
penny each for materials! Models are availa- 
ble with copying widths up to 54 inches. 


The comprehensive 16-page booklet 
illustrated fully describes how the Copyflex 
one-writing method speeds and simplifies 
preparation of all types of reports, schedules, 
analyses, statements, worksheets, and rec- 
ords. It’s a gold mine of information that you 
would find difficult to obtain elsewhere. It’s 
yours at no cost or obligation. Send for your 
copy today! You’ll be glad you did! 


CHARLES BRUNING COMPANY (Canada) Ltd. 
105 Church Street, Toronto 1, Ontario 
Offices also in Montreal, Hamilton, Winnipeg, and Vancouver 


Copyflex Desktop Model 110 (above) one originals 11 
inches wide by any length. Makes up to copies of one 


or many letter-size originals per hour—all as sharp and 
readable as the first. 






Copies anything typed, written, 
printed, or drawn on ordinary 
translucent paper—in seconds. 


Charles Bruning Company (Canada) itd. 
105 Church Street, Toronto 1, Ontario 


| Please rush me my free copy of your new 
| 16-page booklet, ‘‘Shortcutsto Accounting”! 


! Name. 

| Title 

Company. 

ah ii aceon 
2 


Zone___ Province 


199 





Continued from page 198 


outlines accounting procedures ap- 
propriate to each. Eight chartered 
accountants, all well qualified in their 
knowledge of this field, have con- 
tributed to the brochure. Copies are 
available from the C.I.C.A. at $1.75 
each or $1.50 for bulk orders of 25 or 


more. 


Toward Mutual Interest 

A committee of 40 Canadian and 
American leaders of business, labour, 
agriculture and the professions has 
been set up under the sponsorship of 
the U.S. National Planning Associa- 
tion to study solutions to the current 
economic and trade differences exist- 
ing between Canada and the United 
States. Co-chairmen of the commit- 


tee are Robert M. Fowler, president, 
Canadian Pulp and Paper Association, 
and R. Douglas Stuart, chairman of 
the board, Quaker Oats Company, 


Chicago. Members include W. L. 
Gordon, F.C.A., of J. D. Woods & 
Gordon Ltd., Toronto, and Francis 
Winspear, F.C.A., senior partner of 
Winspear, Hamilton, Anderson & 
Company, Edmonton. 


Beneath the Surface 

The Tax Memo, published in July, 
by the Canadian Tax Foundation, 
contains a number of interesting cal- 
culations on the costs of various tax 
reductions and expenditure increases 
to be faced by the new Conservative 
Government as it prepares for its first 
budget at this fall’s session of Par- 
liament. The most pertinent reckon- 
ing is not the $152,000,000 that can be 
sacrificed out of this year’s surplus, 
says the Foundation, but rather the 
annual level of expenditure increase 
and revenue reduction that this sac- 


rifice may involve for the future. The 
Foundation points out that the Min- 
ister of Finance may find that he has 
pledged any foreseeable surplus in 
1958-59 long before he has come to 
that year. It also draws attention to 
the fact that, in the year following, 
there will be the problem of finding 
$150,000,000 or more for implement- 
ing the hospital insurance program, 
now a certainty since the necessary 
six Provinces have assented. “Cer- 
tainly there will be room in future 
budgets for tax reductions — perhaps 
a lot of room”, comments the Foun- 
dation, “but, for this year, Mr. Flem- 
ing might be well advised to approach 
his fall budget as though he had in 
sight only the peak of an iceberg, the 
main mass of which is submerged be- 
low the line of the next fiscal year”. 


Automobile Facts 

More than 4% million motor 
vehicles are in use in Canada. The 
1957 edition of “Facts and Figures 
of the Automobile Industry” released 
a few days ago reveals that there were 
3.2 million passenger cars and one 
million commercial vehicles register- 
ed last year. This represents an in- 
crease in passenger cars of 167% in 
the 10 years since 1946. Commercial 
vehicles have jumped 174% in the 
same period. 

The booklet, available from the 
Canadian Automobile Chamber of 
Commerce, Toronto, also shows that 
Canadians bought more cars and 
trucks in 1956 than in any previous 
year: 407,710 cars and 91,660 com- 
mercial vehicles were sold with a 
combined retail value of $1.45 billion. 


Audit of U.S. Benefit Funds 
The American Institute of Certified 
Public Accountants has gone on 


Continued on page 202 
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record as supporting the principle of 
independent audits of employee bene- 
fit and welfare funds. In telegrams 
to Congress, Marquis G. Eaton, presi- 
dent of the Institute, termed the ad- 
ministration’s bill sponsored by Sen. 
Irving Ives and Rep. Peter Freling- 
huysen as “clearly in the broad public 
interest”. At present half a million 
employee welfare and pension plans 
cover more than 75 million Ameri- 
cans. 


CIL Report 

Consolidated sales of Canadian In- 
dustries Limited and its subsidiary 
companies totalled $75,200,000 for the 
first six months of 1957, H. Greville 
Smith, president, announced in an in- 
terim report to shareholders. Sales 
were 11% higher than for the same 
period in 1956. 


Long-Form Reports 

A certified public accountant may 
be held responsible for the fairness of 
all data in a “long-form” report even 
though he renders only a “short-form” 
opinion, according to Statement No. 
27 issued by the Committee on Audit- 
ing Procedure of the American Insti- 
tute of Certified Public Accountants. 
In the absence of a statement by the 
auditor to the contrary, he assumes as 
much responsibility for the supple- 
mentary data in his report as he does 
for the items in the basic financial 
statements. Where financial state- 
ments and other data for the prior 
year are presented for comparative 
purposes, the committee does not be- 
lieve it is necessary for an auditor to 
express an opinion on the figures for 
the previous year. However, he 


should note any significant exceptions 
or reservations he may have as to the 
fairness of those figures. 
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Toward Simplified Paperwork 

“Shortcuts to Accounting”, a new 
16-page booklet explaining how to 
simplify and speed paperwork in ac- 
counting operations, has been issued 
by Charles Bruning Company (Can- 
ada) Ltd. The booklet shows how 
diazotype copying machines eliminate 
repetitive procedures in preparing 
comparative and cumulative reports 
and schedules, periodic reports, con- 
solidated statements, and others. Ac- 
counting executives can obtain a copy 
of the booklet without charge by writ- 
ing to Charles Bruning Company 
(Canada) Ltd., 105 Church St., Tor- 
onto. 


Survey of Automation 

A broad national study of the 
trends in automating of offices is be- 
ing launched in the United States by 
the National Office Management As- 
sociation. Every company represent- 
ed by the 17,000 members of the as- 
sociation will be questioned in this 
survey. The study will cover size and 
nature of company, type of equip- 
ment in use or contemplated, reasons 
for installation and rental costs. Gen- 
eral findings will be made public. 


New Imperial Oil Building 

The new Imperial Oil Building, lo- 
cated on St. Clair Avenue West in 
Toronto, is the largest all-welded 
steel frame building in the world. 
Taking 5,000 tons of structural steel, 
it is built on the core plan so that in 
most cases one wall of each office is 
an outside wall providing window 
space and natural light. 


Red Feather 


In Canada the Community Chest, 
United Appeal or Welfare Federa- 
tion is the sensible, business-like 
aproach to welfare giving. The mem- 
ber agencies exist for one purpose 
only .... to serve people. 
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Tue 1957 Federal Budget 
amended the Income Tax Act to 
provide certain income tax con- 
cessions to the self-employed in 
the setting up of retirement funds. 


Montreal Trust Company offers 
a convenient, flexible plan within 
the terms of the new legislation. 
Options under the Plan are avail- 
able to offset effects of possible 
inflation. 


Uae 
TRUST COMPANY 


ai aa 
SAVINGS 
ae 





A booklet giving full informa- 
tion about our new Retirement 
Savings Plan may be obtained at 
any branch of The Royal Bank 
of Canada. You may also make 
arrangements to participate in 
this Retirement Savings Plan 
through any branch of The Royal 
Bank of Canada. 









Diversification . . . 





Carrying all their eggs in one basket entails a risk which 
few conservative people are willing to take . . . no matter 
how strong the basket may appear. It is well to remember 
that “SOMETHING can happen to ANYTHING.” 
Diversification spreads the risk and is recognized as one 
of the first principles of sound investment. 


Diversification in investment may take many forms... 





















diversification as to type of security ... as to industry... 
as to individual companies within an industry. Diversifi- 
cation between bonds and stocks provides stability on 
one hand and growth opportunities on the other. Diversi- 
fication as to industry distributes the risk and the oppor- 
tunity. Diversification as to individual companies within 
an industry is made with a similar end in view. 





Proper diversification is carried out within the frame- 

work of a program to meet the personal investment re- 
* quirements of the individual. This, of course, means 
personal service . . . the type of service which is available 
to our clients . . . available to you. You will be welcomed 
in any of our offices, or, if more convenient to you, we 
shall be happy to discuss your personal investment 
program by mail. 


A. E. Ames & Co. 


Limited 


Business Established 1889 
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Editorial 


THE INSTITUTE YEAR 


ANOTHER YEAR of substantial progress is recorded in the 1956-57 
annual report of The Canadian Institute of Chartered Accountants. 
Next month we plan to publish the proceedings at the 55th annual 
meeting in Saskatoon on August 19-21, when the retiring president, 
W. Givens Smith, F.C.A. of Regina addressed the members on the 
affairs of the Institute and James A. de Lalanne, C.A. of Montreal, 
the incoming president, spoke on some of the important aspects of 
what lies ahead for the profession. 

The Institute continues to grow both in numbers and in the wide 
range of its activities. The membership at April 30, 1957 totalled 
7,444 compared with 6,878 at the end of April 1956 while the number 
of students reached 4,004, representing an all time high. In the final 
examinations the percentage of passes for the year was 57 as against 
50 in 1955. Of the intermediate candidates in 1956, 57% passed as 
compared with 60% in 1955. These figures show that entrance to the 
profession is not easily attained and that a high standard is demanded 
of those aspiring to membership. 

Important as these statistics are in their indication of the profes- 
sion’s numerical strength, the real influence of the Institute lies in the 
quality of its intellectual accomplishments. During the year, the Insti- 
tute published a dictionary of accounting terminology and two ac- 
‘counting bulletins dealing with matters of interest to both practising 
-accountants and those in industry. Bulletin No. 12, “Loss-Carry-Over 
Tax Credits”, was considered necessary because of the growing im- 
portance and complexity connected with the problem of tax alloca- 
tion. Bulletin No. 18, “Statements Without Audit”, was designed to 
clarify the position of members who were engaged as accountants 
rather than auditors. It should prove particularly helpful to a better 
public understanding of the different roles which practising members 
fill and it points up the significance and value of an accounting opin- 
ion on financial statements. The other principal publication in 1956 
was “Oil Accounting”, now in its second edition and welcomed as a 
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valuable contribution to accounting thought and knowledge of the 
oil industry. The Institute and the Canadian Bar Association also 
submitted to the Federal Government their joint annual brief con- 
taining 26 recommendations for amendments to the Income Tax Act 
and the Minister of Finance gave effect to some of them. Of partic- 
ular import to the Institute was the success attained by the brief urg- 
ing tax exemptions for pension contributions by the self-employed. 
This proposed legislation has been the subject of study for a number 
of years and great satisfaction was felt when the Minister announced 
in March that the Government would support substantially the rec- 
ommendations for which the profession had been striving for so long. 
Progress has also been made by the Institute in interesting itself in 
the field of accounting education and not only in the education of its 
own students and members. It has also been considering ways in 
which it can be of help to others in this field. 

That the Institute has made its influence felt is evidenced by the 
foregoing examples, but there are numerous other achievements too 
detailed to report on here on which the Institute may look back with 
pride. There has been a marked increase in the number of members 
from one end of the country to the other who have played an out- 
standing part in national, commercial and community affairs. To the 
fore among them is Walter L. Gordon, F.C.A., under whose chair- 
manship the Royal Commission interim report on Canada’s Economic 
Prospects has been published. In referring to this work, Dr. Sidney 
Smith, president of the University of Toronto, said that it was a 
public document which, while presenting closeup pictures of a wide 
range of matters affecting the Canadian economy, also managed to 
report on them in a national perspective. He recommended that the 
work should be on the bookshelf of every thinking Canadian. 


Many think that the profession may have suffered in the past 
from an excess of modesty. A chartered accountant’s job has not been 
one that has attracted the limelight, but nowadays he is impinging 
more and more on the consciousness of the public. Recruitment fig- 
ures show an increasing awareness of the advantages of a training in 
accountancy among high school students, their parents and advisers; 
bankers and investment analysts are more acutely aware than ever of 
the value of the chartered accountant’s opinion on the financial state- 
ment; government officials look for outstanding assistance on special 
committees and well qualified interpretation of the public needs in 
matters of finance. Chartered accountants are, in fact, in the public 
eye to a greater extent than ever before. There is little doubt that 
this trend is likely to continue. 


¢ 
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Economic Factors in Municipal 
Government 


D. W. IRWIN 


THE FEDERAL and the provincial 
governments, in more or less degree, 
may adopt fiscal policies intended to 
influence the economic or social en- 
vironment. At the same time their 
sources of revenue are sufficiently 
flexible and broadly based to meet the 
cost of changes in responsibilities, 
whether these are fortuitous or in- 
duced. 


In sharp contrast, municipal gov- 
ernments are restricted by law and 
practice to the raising of revenue 
chiefly from real property. Their tax 
base is local and relatively fixed. Yet 
their revenue requirements are largely 
determined by economic and social 
forces over which they have little or 
no control. In some degree, pros- 
perity has augmented the real prop- 
erty tax base, but the incidence of 
such benefit has been by no means 
consistent with, or proportionate to, 
the need for tax revenue. Residen- 
tial and industrial assessments have 
both increased since 1945, but it is 
a common experience to find that one 
municipality has received substantial 
new industrial assessment with limit- 
ed need for municipal service while 
an adjacent municipality has been 
almost swamped with new residences 
with very extensive demands for mu- 


nicipal facilities, and yet has attracted 
relatively few new industries. 


The municipal economic problem, 
at least in urban areas, is twofold. 
Municipal governments gengrally suf- 
fer from rigidity of tax sources and 
increasing expenditures and, in par- 
ticular cases, a further imbalance is 
created by disproportionate rates of 
industrial and residential growth and 
concomitant demands. 


The Municipal Equation 

At all levels of government, the vol- 
ume of taxation is determined approx- 
imately by the volume of expenditure. 
At the municipal level, this is espec- 
ially true. Insofar as municipal reven- 
ue is derived almost exclusively from 
the taxation of real property, it fol- 
lows that with a given volume of ex- 
penditure the rate of taxation must 
vary directly with the size of the tax 
base (assessment of real property). 
This may be expressed in terms of the 
following simple equations: 


E 

—— = MR 
A 

and 
MRxA = TL 


In these equations, E (expenditure) 
divided by A (assessment) produces 
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MR (mill rate). MR applied to A de- 
termines TL (total value of the tax 
levy or revenue). 

These formulae may be expanded 
to include other factors as the muni- 
cipal situation becomes more com- 
plex. Thus, A may be classified into 
IA (industrial and commercial assess- 
ment) and RA (residential assess- 
ment); the value of E may be reduc- 
ed by the receipt of fines, rents, etc., 
to make E into NE (net expenditure ) 
and by the receipt of S (provincial 
subsidies). A more complicated for- 
mula may thus be derived as: 

(NE — S) 

(IA + RA) 

and , 

MR (IA + RA) = TL 

These would represent the fiscal 
equations found to exist in most cities 
and towns. 

These general observations and 
formulae apply to a greater or lesser 
degree depending upon the complexi- 
ty of the revenue and the assessment 
in each of the many types of munici- 
pal situations. 

The description and powers of mu- 
nicipal units in Canada vary widely 
within each province and from pro- 
vince to province. However, for pur- 
poses of this review we will consider 
only the purely rural area, the city 
or town, and the metropolitan area. 





The Rural Township 


Rural townships have not been 
greatly influenced by pressures in the 
Canadian economy resulting in spir- 
alling demand for municipal services. 
In the rural township, the assessment 
is usually stable and homogeneous 
while municipal services, largely con- 
fined to the maintenance of schools 
and township roads, are provided at 
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approximately the same level from 
year to year. Except in times of de- 
pression, non-tax revenues, if any, and 
provincial subsidies may be forecast 
with reasonable accuracy. Volume 
of tax revenue may be determined by 
the application of the first set of equa- 
tions: 


E 

— = MR 
A 

and 
MRxA= TL 


If the value of dollars were held 
constant, one would find that the val- 
ues in the equations changed to no 
appreciable extent from one period to 
the next. 


The economic problems of the rur- 
al township appear to be those as- 
sociated with the age-old farm pro- 
blem itself which is too well known 
to bear repetition. While urban Can- 
ada has enjoyed a boom in income 
and investment, the farmer and his 
township have been faced, as in the 
past, with the three farm facts of life: 


1. The price of and market for agri- 
cultural products. 

2. The cost of manufactured products. 

3. Acts of God. 


Farm gross income has not kept 
pace with the increase in the national 
product, and the price of farm pro- 
ducts has not paralleled the increased 
cost of manufactured purchases. Al- 
though the rural township cannot ex- 
pect to prosper to a greater extent 
than its taxpayers, nonetheless it 
would not appear that the boom in 
other parts of the Canadian economy 
has created disequilibrium in terms 
of the rural municipal equation. Rur- 
al municipal expenditures have not 
increased substantially, and the vol- 
ume of demand for services has pos- 
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sibly declined as a result of the shift 
of population from farm to city. 

In certain cases the advent of some 
industrial assessment and the develop- 
ment of natural resources may have 
actually improved the financial posi- 
tion. 

The discovery of oil or minerals has 
supplied some rural municipalities 
with a substantial increase in revenue 
without any serious increase in de- 
mand for services. In many other in- 
stances, these fortuitous circumstan- 
ces have transformed a quiet, even 
dormant area into a booming fron- 
tier. In the latter event, the rural 
township has ceased to exist as such 
and has passed into the realm of the 
urban-rural township with another 
and quite different set of problems. 


The Metropolitan Situation 

The special manifestation of post- 
war development in the municipal 
field has been the expansion of old 
and the emergence of new “metropoli- 
tan situations”. Cities and towns as iso- 
lated municipal units have largely dis- 
appeared in an economic sense and 
may no longer be distinguished from 
the suburban areas of which they re- 
main the centre. We can call to mind 
only 15 to 20 recognizable metropoli- 
tan areas in Canada, but the term 
“metropolitan” is used to describe 
every situation where the urban-sub- 
urban phenomenon exists. In each 
case, the central city or town is con- 
tiguous to one or more urban areas 
which are situated within the bound- 
aries of a township or townships. The 
problems of the whole area have be- 
come complex and intermingled. The 
city proper has been faced with prob- 
lems created by depreciating proper- 
ties and intensive use of out-moded 
facilities. The township has been 


forced to cope with urban require- 
ments while remaining essentially 
rural in financial capacity, administra- 
tion and outlook. In addition, the en- 
tire urban-suburban area has de- 
veloped economic, sociological and 
political characteristics and problems 
created by the agglomeration itself. 


The metropolitan area therefore 
merits special consideration and 
should be reviewed as a whole in rel- 
ation to the municipal equation which 
can be expressed as the more complex 

(NE — S) 
(IA + RA) 

The values of the symbols for each 
of the component municipalities vary 
substantially from one unit to anoth- 
er, and the values of composite sym- 
bols for an entire area have changed 
radically in all metropolitan situations 
since 1945. 

Statistics with respect to municipal 
finances, on a national basis, may only 
be accepted with qualifications due to 
different methods of reporting in each 
province, the absence of a national 
equalized assessment and, of course, 
the decline in the value of money. 


However, certain general conclu- 
sions may be deduced by comparing 
changes which took place in the de- 
cade 1943 to 1953 during which time 
assessment values and the value of 
new construction increased approxi- 
mately in the ratio of 5 to 6 while res- 
idential and industrial construction in- 
creased approximately in the ratio of 
5 to 4. It may be inferred that the 
assessment base did not increase to 
the extent indicated by the value of 
construction and, more significantly, 
residential assessment gained in rela- 
tion to industrial assessment. In the 
tax equation, RA increased at a great- 
er rate than IA. 
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During the same period, municipal 
expenditures increased by approxim- 
ately 300% although a fair proportion 
of the increase was absorbed by prov- 
incial governments through subsidies. 
Undoubtedly, (NE-S) in the equation 
has increased at a greater rate than 
has (IA + RA). In consequence, the 
mill rate (MR) has increased, total 
and per capita municipal taxation has 
risen and there has been a shift of the 
tax burden from industrial and com- 
mercial property to that of residences. 

These changes have been caused 
by economic conditions which no one 
municipality or all municipalities 
together could possibly control. 
Postwar prosperity, the expansion of 
credit, the influx of foreign funds, im- 
migration and the operation of the 
National Housing Act, among other 
influences, have created not only the 
increased investment in bricks and 
mortar but also the disproportionate 
increase of residential as compared 
with industrial assessments. 


The results of such economic in- 
fluences have not been universally 
distributed. Some municipalities have 
found themselves inundated with new 
residences while new industrial prop- 
erties have been built in adjoining 
municipalities. Thus one municipal- 
ity may have found its financial re- 
sources strained to the utmost, yet 
its neighbour, blessed with the new 
industries, has enjoyed a low tax rate 
and financial ease. 


Basic Decisions 

The level of expenditure for muni- 
cipal governments has been forced to 
rise by higher wages, the level of 
prices and the inflow of foreign in- 
vestment, at least to the same degree 
as has been the experience of persons 
and enterprises. In addition, these 


manifestations of the economic en- 
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vironment have been accentuated for 
municipalities insofar as the same 
forces have influenced home-owners 
and businessmen in their decisions as 
to where to work and where to manu- 
facture or trade. As different circum- 
stances govern in each type of de- 
cision (personal as distinguished from 
business), the distribution of assess- 
ment and demand for service has by 
no means been proportionate. 


The factors influencing the location 
of industry are perhaps no different 
today than they have been in the past. 
Early Canadian towns grew up beside 
means of water, power and water 
transportation. In modern times the 
water wheel has been replaced by the 
hydro turbine and water transporta- 
tion has been supplemented by rail 
and road. In our own day the devel- 
opment of the St. Lawrence Seaway 
casts the shadow of change, relocation 
and expansion over municipalities ac- 
cessible to this life-stream of trade. 


Strategic location with respect to 
supply of labour and materials, sour- 
ces of power, transportation and prox- 
imity to markets still determine the 
industrial development of cities and 
towns. 


Municipalities without these major 
advantages have found the competi- 
tion for industry keen and costly. Un- 
fortunately, they have become the 
dormitory areas for industries more 
suitably located elsewhere, and their 
ratepayers have become subject to 
high residential taxes caused by an 
unbalanced assessment and booming 
expenditures. 

Each municipality probably does its 
utmost to attract both new residences 
and new industry in due proportion. 
Zoning by-laws, favourable tax con- 
cessions and provision of serviced 
land may be used to attract industry, 
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but despite such efforts economic and 
natural endowments are most prom- 
inent in selecting industrial or com- 
mercial sites and hence in determin- 
ing the assessment ratio. 


Flight to the Suburbs 

The decision where to live results 
from complex personal motives, tech- 
nological progress and self-interest, 
none of which necessarily coincides 
with the factors giving rise to busi- 
ness decisions. 

The industrial revolution created 
the necessity of concentrating workers 
and machines within tight cordons, 
but modern technology has made it 
possible and even desirable to scatter 
workers and plants over wide areas. 
One hundred years ago the outer limit 
of urban concentration was set by the 
reasonable distance a worker could 
transport himself on foot. Today the 
outer limit is marked by the reason- 
able distance a worker can transport 
himself by car. 

The use of the automobile for urban 
transportation has created a vicious 
circle. Faster cars purchased by more 
people with higher incomes lead to 
demands for wider streets, arterial 
roads and parking space. In some in- 
stances the office or plant has moved 
to the suburbs partly in the hope of 
catching up with the worker and part- 
ly to secure more space and easier ac- 
cess. Unfortunately, the worker has 
been encouraged by this process to 
move yet further away to a point 
from which he may agitate for faster 
cars, higher income, wider streets, 
arterial roads and parking space. 

This flight to the suburbs has gain- 
ed impetus from the demand for new 
housing. The force of this demand 
may be measured by the birth rate, 
per 1,000 population, which has ad- 
vanced from 20.9 in 1931 to 28.3 in 


1955, the marriage rate which has in- 
creased from 6.0 in 1931 to 8.2 in 1955 
(with a high of 10.9 in 1942) and the 
immigration of 1,500,000 people since 
1945. New houses mean demands for 
more and better municipal services. 


The mobility of the labour force 
has also contributed to the demand. 
New sources of power and raw mat- 
erials have encouraged a transfer of 
population made easier by excellent 
transportation facilities and manifest- 
ed by the fact that 27% of all families 
receiving family allowances reported 
a change of address in 1955. 


The force of demand has been fur- 
ther strengthened by social concepts. 
What we look to enjoy in our homes 
we have also become accustomed ‘to 
expect in our community. The little 
red school house has been replaced by 
school buildings complete with oil 
heating, drapes, modern decor and 
picture windows. Waste-disposal, 
smoke abatement, fluoridation, traffic 
light progression, school guards and 
recreation centres have all contributed 
to making our city or town a happier, 
healthier, safer place in which to live. 


These advances in the standards of 
health, education, transportation and 
recreation have led to demands for 
extensive facilities which may be ec- 
onomically provided only on subur- 
ban lands. The growing emphasis on 
“family living” and the ideological 
search for the tranquillity of a semi- 
pastoral life have encouraged prospec- 
tive home-owners to look for satisfac- 
tion in the suburbs where they hope 
to find small down-payments and 
lower taxes. 


Unfortunately, these dreams can be 
fulfilled only partially. At the time of 
purchase, taxes may appear to be 
reasonable, but after the needed facil- 
ities have been installed, the mill rate 
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probably rises to unpleasant heights. 
At this point, economics and the in- 
exorable municipal equation must rule 
despite the sincerity or otherwise of 
politicians and subdividers. 


Predicting Demand 

Faced with an extraordinary in- 
crease in demand, municipal govern- 
ments of urban areas have achieved 
a reasonable degree of success in 
providing an adequate supply of mun- 
icipal services without imposing an 
impossible burden of taxation. The 
municipal tax dollar has maintained 
parity and better in comparison with 
other elements in the cost of living. 

At the same time, attempts have 
been made to predict and, if possible, 
to control the sources and volume of 
demand. Long-term planning has 
found a respected place and the most 
serious consideration is given to fore- 
casting requirements for schools, 
streets, sewers and watermains, etc., 
in relation to present statistics of mar- 
riages, births, immigration, the regis- 
tration of motor vehicles and count- 
less other guides to future demand. 
Slum clearance, as an example, is 
looked upon, not only as an expres- 
sion of social responsibility and civic 
pride, but as a means of controlling 
demand for police and fire protection 
in years to come. 

There is obviously a high degree of 
correlation between municipal costs 
and statistics representing the habits 
and motives of the population, know- 
ledge of which is being used by many 
urban centres in the valuing of de- 
mand for major items of expenditure. 

In effect, D (demand) is being 
substituted for E (expenditure) in 
predicting other values in the munici- 
pal equation of future years. 
Certainly municipal problems creat- 
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ed by the extraordinary expansion of 
the Canadian economy have been se- 
vere but it cannot be proven, except 
in isolated cases, that municipal tax- 
ation and debt have reached the outer 
limits of financial capacity. Assistance 
from senior governments has been in- 
creasing and will continue to do so as 
recognition is given to federal and 
provincial responsibility for such pro- 
blems as provision of roads and edu- 
cation on acceptable universal stand- 
ards. Moreover, indirect subsidies 
have become available in the form of 
family allowances, unemployment in- 
surance and old age pensions. 

Per capita and other provincial 
grants are now being paid in some 
instances on graduated scales depen- 
ding on need. A suggestion might be 
made that this principle be extended 
by provision of a grant designed to 
compensate for low industrial assess- 
ment which would help to reduce 
competition for industry, through tax 
concessions -and undesirable zoning, 
and to equalize the tax burden on 
residential property. 

In a changing world no one can 
hope to devise the solution which will 
hold good for a long period of time. 
Nevertheless every effort should be 
made to resolve the confusion created 
by the urban-rural situation. Amalga- 
mation or annexation of adjacent ur- 
ban areas is probably the most satis- 
factory arrangement in the long run 
while unification of certain services 
and some form of inter-municipal ad- 
ministration also offer temporary re- 
form. 

Meanwhile, until other forms and 
taxes are devised as the exclusive jur- 
isdiction of the municipality, the real 
property tax relieved by provincial 
and federal assistance remains the 
best way of orderly financing in the 
municipal economy. 
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Listing Requirements on Canadian 
Stock Exchanges 


A. J. TREBILCOCK, Q.C. 


IN A BROAD sense, the term “listed 
stock” means that the shares of a com- 
pany have been given the facilities of 
the trading floor of some particular 
stock exchange. But because the lis- 
ting requirements of most stock ex- 
changes vary according to local con- 
ditions, the meaning of the term itself 
is often misunderstood. 

Originally, the older exchanges on 
this continent tended to follow the 
rules of certain of the European ex- 
changes in their listing methods. 
There, the word “listing” applied to 
governmental issues and certain other 
preferred categories; all others came 
under the generic title “admitted to 
trading”. 

In North America, the term “listed” 
gradually became applied to all stocks 
traded on an exchange. If two 
members of an exchange recommend- 
ed and sponsored an issue, the stock 
automatically received full trading 
privileges and all the accruing ad- 
vantages. This system was too loose 
and indefinite to last and was later 
supplanted by a more regular pro- 
cedure, the rules for which have be- 
come stringent over the years on most 
of the 23 exchanges in the U.S.A. and 
Canada. 


Influence of an Exchange 

Today, the rules of most of these 
23 exchanges are patterned upon those 
of the New York stock exchange. That 
exchange was the first of the group to 
realize that the mere act of listing 
conferred a benefit on the shares of a 
company, and in return for that bene- 
fit it exacted from the company cor- 
responding responsibilities. Briefly, 
the requirements for listing are based 
on the following broad principles: 


1. The applicant company must be a 
substantial going concern. 

2. The management must have a good 
reputation and agree to be bound by 
the exchange’s standard of responsi- 
bility to security holders. 

3. The company must be a subsisting 
corporation, the securities validly au- 
thorized and issued, and the shares 
fully paid and non-assessable. 

4, There must be sufficient volume 
and distribution of the securities to 
warrant a real market. 

5. The company must comply with 
the exchange’s requirements as to ac- 
counting, periodic reports and the dis- 
closure of corporate information for 
the protection of investors. 


The last requirement is a recogni- 
tion of the duties owed to the public 
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by an exchange. Most exchanges print 
in full for public consumption the 
answers given by each applicant com- 
pany in the listing questionnaires in 
order to make available adequate in- 
formation so that an investor can form 
his own opinion intelligently. They 
also urge each company to keep this 
information up-to-date by making 
public, at suitable intervals, its earn- 
ings and other essential financial in- 
formation. 


Some Misconceptions 

Usually the listing requirements are 
quite elaborate, and the size and im- 
portance of an exchange can be judg- 
ed by their stringency. In the past, 
exchanges were criticized for set- 
ting themselves up as self-appointed 
censors of business, although that is a 
position no exchange wishes to be in. 

An exchange does not judge the 
values of securities by virtue of ac- 
cepting a company’s application to 
list a stock. Value is a matter for per- 
sonal judgment and is not guaranteed 
by the mere act of listing, nor is there 
any implication that the exchange re- 
commends a listed stock to speculat- 
ors and investors. 

Exchanges, nevertheless, do use 
moral persuasion on corporations, 
an important factor in the constantly 
rising standards of corporation ethics. 

Another misconception is that there 
is an inherent magic in the act of 
listing, which produces automatically 
an active and stable market in a 
security. Active markets in any stock 
result from many buyers and many 
sellers, and the stability depends on 
the affairs of the company, or what 
the investing public thinks of the 
company’s affairs. 

Local conditions govern the listing 
requirements of the seven different ex- 
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changes in Canada. In general, the 
requirements of the Toronto and 
Montreal stock exchanges set the pat- 
tern. The Toronto exchange not 
only has the broadest list of stocks, 
but also is the centre of mining and 
oil listings. 

Ever since the merger of the Stan- 
dard Stock and Mining Exchange and 
the Toronto Stock Exchange in 1934, 
there has been a consistent and gradu- 
al tightening of regulations with res- 
pect to listing requirements for both 
(a) mining or oil securities and (b) 
general securities, called industrials. 


Listing of Mining or Oil Securities 

In its application form for the list- 
ing of a mining or oil stock, the Tor- 
onto exchange sets out the minimum 
listing requirements and only when 
these are met does the applica- 
tion get as far as the Listing Com- 
mittee. The personnel of this commit- 
tee is drawn from the members of the 
exchange who have had long experi- 
ence in gauging the suitability of an 
applicant company. It is assisted by 
the permanent staff of the listing de- 
partment which advises upon and 
presents the listing application. The 
listing department has no voice in the 
final decision. 

If the public interest will be served 
by having the stock posted for trad- 
ing, the security will, in due course, 
find its allotted place on the board. 
Under the Securities Act, the Ontario 
Securities Commission has power to 
make regulations governing listing of 
securities upon a stock exchange, but 
no regulations have ever been made, 
the Commission being satisfied with 
the close cooperation which exists 
between the listing department and 
the exchange. 

In order to qualify its securities for 
listing, a mining company must sub- 
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mit full particulars concerning its in- 
corporation, capital structure, officers 
and directors, detailed stock issues, 
property holdings, results of develop- 
ment and distribution of its shares. 
Its statements must be verified by 
a statutory declaration or affidavit 
made by two principal officers or di- 
rectors. In addition, it must provide 
certified copies of its letters:patent or 
certificate of incorporation, its pros- 
pectus, a copy of a recent report by a 
competent mining engineer, a detailed 
list of its property holdings, a copy 
of the audited annual reports for the 
last three years, a recent statement of 
assets and liabilities and revenue and 
expenditures account, and other items 
of a similar nature. 


The Listing Committee pays partic- 
ular attention to the plans for financ- 
ing the company’s treasury in order to 
carry on development work at the 
properties. If there is any outstanding 
underwriting or option agreement up- 
on treasury shares, a certified copy 
must be filed. This is closely scrutiniz- 
ed by the Listing Committee in order 
to assure that the terms and condi- 
tions are fair and reasonable in view 
of the position of the company and 
the apparent market already existing 
for the shares. 


The size and importance of these 
underwritings and options can be 
gleaned from the records of the Tor- 
onto stock exchange. In the past ten 
years, the amount raised through this 
type of option and underwriting fin- 
ancing by listed mining and oil com- 
panies totals $447 millions. 


An important item in connection 
with mining company financing is the 
tying up of the vendor’s shares in order 
to assure that the marketing of treas- 
ury stock may not be disturbed, and 
the development of the company’s 


properties thereby interfered with or 
held up. One of the listing regulations 
is, therefore, that the vendors’ stock 
must be pooled and the share certifi- 
cates deposited in escrow with a bank 
or trust company subject to extension 
by the Ontario Securities Commission 
and the exchange. 

The exchange will not list securities 
of a mining company until it has 
secured permission from the Securi- 
ties Commission, or a corresponding 
government body, for the sale of its 
shares either directly to the public 
or through some brokerage firm. 

One of the prerequisites of listing is 
a wide distribution of shares among 
the public at large. As a rule, there 
must be a minimum of 250 sharehold- 
ers and at least 10% of the capital 
must be in the hands of the public. 

Once a listing has been recommen- 
ded by the Listing Committee, and 
the recommendation has been adopt- 
ed by the board of governors of the 
exchange, wide publicity is given the 
activities of the company whose 
shares are to be posted. Articles ap- 
pear in the daily press, bulletins are 
sent to members of the exchange and 
the salient facts are printed in the 
listing statement, free copies of which 
may be obtained from the exchange. 


Listing of Industrial Securities 

An application for listing a se- 
curity other than a mining issue is 
handled in the same manner, but be- 
cause of the difference in character 
of the business, the form of appli- 
cation and the nature of the docu- 
ments to be filed are somewhat dif- 
ferent. 


In addition to giving the informa- 
tion required of a mining company, 
complete data must be provided with 
respect to stock provisions and voting 
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powers, funded indebtedness, nature 
of business, output, patents and trade 
marks and analogous matters which 
do not pertain to mining companies 
whose capital structure is limited to 
one class of stock and whose output 
is limited to minerals of one class or 
another. 











Listing Agreement 

As a final condition of listing on the 
Toronto exchange, every company 
must enter into an agreement setting 
out that it will: 

1. Notify the exchange promptly 
regarding any change in the 
general character or nature of 
the business. 

2. Notify the exchange promptly 
in the event of the issuance or 
creation, in any form or manner, 
of any rights to subscribe to 
additional stock, or of any other 
rights or benefits pertaining to 
ownership; it must also afford 
the holders of listed securities 
a proper period within which to 
record their interests and to 
exercise their rights and to issue 
all such rights in a form ap- 
proved by the exchange, and to 
make the same _ transferable, 
payable and deliverable in 
Toronto. 

8. Notify the exchange promptly 
in the event of any option, un- 
derwriting sales, pooling or 
escrow agreement being entered 
into with respect to any issued 
or unissued shares of capital 
stock. 

4. Notify the exchange at least ten 
days in advance of the closing 
and opening dates of transfer 
books for any and all purposes 


and, in connection with the 
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declaration of dividends or 
rights, to give notice thereof to 
the exchange at least ten days 
before the record date. 


. Publish at least once in each 


year and to submit to share- 
holders at least ten days in ad- 
vance of the annual meeting 
of the company, properly audi- 
ted balance sheet and profit and 
loss (or income and expendi- 
ture) statement for the previous 
year. 


. Make application to the ex- 


change for the listing of addi- 
tional amounts of listed shares 
sufficiently prior to the issuance 
thereof to permit action being 
taken in due course upon the 
application. 

Forward to the exchange copies 
of all notices mailed to share- 
holders with respect to the pro- 
posed charter amendment and 
to file with the exchange a certi- 
fied copy of any supplementary 
letters patent, amendment to the 
certificate of incorporation, etc., 
as soon as it has been issued 
or become effective. 


. Maintain in Toronto, in ac- 


cordance with the rules of the 
exchange, a transfer office or 
agency and a registry office or 
agency where all listed securi- 
ties shall be directly transfer- 
able and for the transfer and 
registration of which no fee will 
be charged (other than cus- 
tomary government stock trans- 
fer taxes). 


. Furnish to the exchange, at any 


time upon demand, such infor- 
mation concerning the company 
as may be required. 


The exchange has the right at any 
time to suspend trading in the securi- 
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ties of the company or to remove 
such securities from the trading list 
without notice and without giving 
any reason for such action. 

The listing requirements of the 
Toronto stock exchange are to a de- 
gree used by nearly all of the Cana- 
dian exchanges whose listed issues 
total 1,581. Many of these stocks 
are interlisted, some of them being 
on all seven exchanges, either on the 
regular section or on the curb. 


The “Curb” Market 

The term “Curb” originated in New 
York where brokers dealing in securi- 
ties not listed on the New York ex- 
change traded them on the curb of 
the street in fair weather and foul. 
Later these brokers organized and 
established themselves in a building 
and called their organization the 
“New York Curb Exchange”. In time 
they instituted listing requirements 
of their own and_ subsequently 
changed their name to “American 
Stock Exchange”. 

In Toronto, a certain number of 
unlisted stocks, which either did not 
meet the listing requirements or for 
which an application for listing was 


not made, were placed on the “curb” 
which was an adjunct of the Toronto 
stock exchange. On the principle that 
long usage had established a form of 
right, these curb stocks were not re- 
moved when the Toronto require- 
ments were tightened, but stayed on 
in a status quo position. Actually, at 
the time of the merger in 1934, many 
of these issues had then been on the 
curb for many years. No more stocks 
were admitted to the curb, however, 
and the number has been progres- 
sively decreased from 196 to 58 issues 
at the present time. 

In Montreal, the curb market was 
created as a separate entity by the 
Montreal stock exchange, members 
of the latter receiving shares in it. 
Shortly after the New York curb 
market changed its name, the Mont- 
real curb market became the “Cana- 
dian Stock Exchange”. Other ex- 
changes across the country also have 
curb markets, although these are be- 
ing gradually eliminated. 

While no pamphlet or publication 
is available from any exchange upon 
listing requirements, nearly all ex- 
changes have a department for ad- 
vising upon matters regarding listing 
details. 


Time Clocks for Hourly Paid 


The case against time clocks 








Are TIME clocks a necessary instru- 
ment in the payroll function or are 
they an unnecessary control outmod- 
ed in present day industrial relations? 
This question is being asked in an in- 
creasing number of industrial orga- 
nizations today, and while there can 
be no hard and fast rule to fit all 
situations, the matter merits a thor- 
ough review in individual plants. 

Any formalized wage payment pro- 
cedure can usually be divided into 
record keeping by the timekeeping 
department, payroll preparation and 
payment of wages earned, and allo- 
cation by costing of the expense in- 
curred. Thus, while the timekeeping 
department devises a system of re- 
cords and controls which will correct- 
ly record the time worked by each 
hourly paid employee, it must take 
care to insure that the records so pre- 
pared will provide all the necessary 
information for the subsequent finan- 
cial and costing procedures. 


Specifications of Timekeeping 

A timekeeping system must pro- 
vide prompt and accurate records of 
the hours worked by each hourly paid 
employee, information as to how the 
employee used this time and the type 
of work done by him. It must show 


information as to the department or 
division in which the work was per- 
formed, which hours were productive 
or non-productive, regular and over- 
time hours, and shift or premium 
hours. In addition, it should allow 
for the accumulation of special statis- 
tics to use in management studies 
geared to the achievement of higher 
efficiencies and cost reduction 
through the elimination of waste and 
idle time. 

By no stretch of the imagination 
can the above requirements be com- 
pletely fulfilled by the time clock or 
clock card alone. The clock card can 
only show the time the employee was 
in the plant available for or ready to 
work. How the time was used, what 
work was actually accomplished and 
what account or accounts are to be 
charged for the time consumed must 
be determined from other payroll rec- 
ords. 


Daily Time Sheet 

There is, however, one payroll re- 
cord in common usage which can 
provide all the required information. 
This record, usually referred to as the 
daily time report or time sheet, lists 
in chronological order the work done 
and hours consumed from start to fin- 
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ish of the individual employee’s work 
day. Depending upon the plant ac- 
counting requirements and the wage 
payment plan in use, the report can 
be so set up as to provide also on this 
one form all the required financial, 
costing and _ statistical information. 
The time sheet can be prepared by 
the foreman (supervisor) or the 
worker himself, but in either event 
the foreman is the key man and must 
verify the time sheet before it is de- 
livered to the timekeeping office. 


Let us now examine the situation. 
We have accumulated in the time- 
keeping office all the daily time re- 
ports of each individual hourly paid 
worker who was present in the plant 
the previous day. These records are 
complete unto themselves in that they 
provide the required information for 
all subsequent steps in the payroll 
and accounting process. The time 
clock can only exist as a supplemen- 
tary record in such a system. Can 
it serve any useful purpose and is it 
necessary? 

If the time clock is eliminated, the 
daily time report becomes the sole 
record of hours worked. At this point 
some will maintain we have violated 
the rules of internal control by re- 
moving the double check point ne- 


cessary to sound accounting proced- 
ures. But time clock systems are 
subject to many abuses of which a 
few can serve as illustrations. What 
of the employee who sneaks out prior 
to the end of the working day and, 
when questioned, states that he left 
at the normal time only he forgot to 
clock out? Or the worker who leaves 
early and has his friend punch him 
out at the regular time? Or the case 
in shift work where, due to the confu- 
sion of the incoming and outgoing 
shifts, it is possible to clock in, leave 
and return later to clock out with the 
next shiftP In these and similar 
cases the clock card will record time 
which was not worked. 


Value of a Good Supervisor 

When we remove this mechanical 
device, we place full responsibility 
for the maintenance of accurate time 
records squarely on the shoulders of 
the supervisor. The time sheet now 
becomes the official document upon 
which pay is based and the super- 
visor must complete all forms daily 
indicating fully the hours and all 
other information affecting the pay. 
This responsibility is one which the 
foreman should logically assume as a 
trusted employee (or he would not 
have the job). His position requires 
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direct contact with his men through- 
out the day. A good foreman will 
know how each of his men has used 
his time during the day and the re- 
sulting record preparation can be 
simple, accurate and reliable in terms 
of internal control. 


In addition to regular hours, the 
daily time report must record the 
overtime, shift premium time, late 
arrival or early departure. We are 
interested here only in the exceptions 
and, while still relying on the super- 
visor for proper accounting, a double 
check may easily be placed upon 
these irregularities. Employees en- 
tering the plant on time proceed di- 
rectly to their place of work without 
any record of their entrance being 
made; likewise employees leaving af- 
ter the end of the shift make no 
record of their exit. Exactly on the 
hour when a shift starts, the watch- 
man will lock the gate or otherwise 
prevent anyone from entering without 
receiving a signed form recording the 
employee’s name, payroll number and 
time of entrance. This form is also 
signed by the watchman, and ac- 
cumulated forms are sent to the pay- 


The case for time clocks 


THERE ARE indeed many who hold 
that the time clock, is an antiquated 
contrivance and that any employer 
who continues to use this device 
must be labelled “old fashioned”. The 
fact, however, that a large segment 
of industry continues to depend on 
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roll section daily where they may be 
checked against the daily time re- 
ports. 

Control in a similar manner can be 
maintained for employees leaving be- 
fore or after their shift ends. An em- 
ployee working overtime whose en- 
trance or exit coincides with that of 
a regular shift must complete the 
above form which can then serve as 
a check on the overtime allocated by 
the supervisor. Absences will be re- 
corded by the foreman as there will 
be no other record to show that a 
man was not at work. There is, of 
course, especially in shift work, the 
built-in control feature of the worker 
who has to remain on the job because 
his replacement is either late or ab- 
sent — no mechanical controls are 
necessary to inform the supervisor of 
this employee’s working hours! 
Reconciliation Problems 

The accumulated time sheets be- 
come the basis for entry of wages 
earned into both the payroll records 
and the costing records. There can 
be only one correct total of hours 
worked and it is immediately appar- 
ent that by preparing one reliable 






the time clock for the primary time- 
keeping function suggests that it is 
still serving some useful purpose. Per- 
haps, therefore, the case is not “open 
and shut”, and the application de- 
pends on the circumstances of the 
particular situation. 
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record we have eliminated the recon- 
ciliation problems present in any com- 
bined clock card-time report system. 
Differences in hours reported in the 
combined system must be investigat- 
ed, explanations secured, and in the 
end one record or the other must 
rule. Which record rules varies from 
company to company. The abuses in- 
herent in the time clock system lead 
many plants to bring clock cards into 
line with the supervised daily time 
report. In such a case it is obvious 
that the time clock has served no use- 
ful purpose. 

As there is no need to take time to 
punch in and out, time clock elimin- 
ation saves the massed confusion and 
the wasted company and employee 
time of lining up to get in or out of 
the plant. But the greatest advant- 
age to time clock elimination is in the 
morale of the workers. Experience in 
plants where time clocks have been 
removed shows increased interest and 
responsibility by the worker towards 
his job. Production workers as clock- 
punchers are inclined to think of 
themselves as being paid for time 
spent on the job; remove the time 


An “Ideal” Procedure 

The ideal payroll procedure would 
be one in which a single original 
time record would meet all the re- 
quirements of the three main payroll 
functions — timekeeping, expense al- 
location and payroll preparation. 


clock and an appeal is made to the 
pride and honour of the worker. Re- 
cognition is given to his status as an 
individual and he begins to think, not 
of time, but of work performed. Be- 
fore long such an attitude on the part 
of the hourly paid worker will pay off 
in increased production and efli- 
ciency. 

This article has briefly outlined a 
procedure allowing for the elimina- 
tion of the time clock within a frame- 
work which provides for a continua- 
tion of proper accounting controls. 
The method gives the timekeeping 
department the necessary tools to in- 
sure correct recording of the hours 
worked, the cost department the in- 
formation for expense allocation, and 
management the statistics for wage 
payment analysis. At the same time 
the door has been opened towards 
improved labour relations and greater 
efficiencies through the awakened in- 
terest and pride of the worker. The 
trend towards time clock elimination 
has begun — how fast and far it goes 
will depend to a large extent on the 
attitude of management, particularly 
of the industrial accountant. 


BY A. H. HOWSON 


What is involved in preparing such 
a time report? 

First, each employee must be iden- 
tified by name, clock number and 
department or group. Such identi- 
fication may be by card or slip for 
each individual or by a list containing 


222 


the names of all employees. Next, 
provision must be made to record the 
total number of hours for which the 
employee is to be paid, usually the 
total time during which he is in the 
plant. We must also know whether 
the time is to be paid at straight time 
or overtime. In addition, shift premi- 
ums and production bonuses may be 
involved and must be duly recorded. 
Finally, we must know how the em- 
ployee spent his time in order that 
the labour cost may be allocated to 
the appropriate cost or expense 
centre. Whether such a report is 
turned in to the timekeeper daily, 
weekly, or at some other interval, is 
not particularly important. What is 
significant is that it must be com- 
pleted daily in most instances and 
must be accurate, because the em- 
ployee’s earnings depend upon it. On 
whom, then, does this onerous res- 
ponsibility fall? 

Here we must make another con- 
cession. It would be rare for a time 
clock to do the entire job. On the 
other hand, without the time clock the 
full responsibility must devolve upon 
the department or group supervisor 
or upon a timekeeper employed for 
the purpose of relieving the super- 
visor of this clerical duty. 


A Burden on the Supervisor 

Perhaps the supervisor can double 
as a clerk, looking after all these de- 
tails himself, and much of the initial 
work, such as preparing the lists or 
individual cards, can be done for the 
supervisor by the time office. Suppose, 
however, that the work group is of 
substantial size, as in large scale as- 
sembly operations. Or suppose labour 
turnover is of any consequence, as in 
operations subject to wide seasonal 
fluctuations. Or cost allocations are 
otherwise than utterly simple, as 
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in certain types of shop order cost- 
ing. May we not then expect to find 
the supervisor so overwhelmed by 
his clerical work that his supervisory 
duties suffer? Or, conversely and per- 
haps more likely, if the supervision is 
good might not the clerical work be 
poor? 

Poor supervision could never be 
tolerated and the solution would pro- 
bably be to employ a timekeeper or 
clerk or to reduce the size of the 
work group, adding more supervision. 
Either way means additional expense. 
The second possibility, poor records, 
leads to disputes with employees over 
hours, premium or bonuses, as well 
as to delays in making up payrolls 
and gross errors in expense alloca- 
tions. 

While the time clock, except in 
rare instances, cannot provide all the 
data necessary, it is apparent that 
pitfalls do exist if entire reliance is 
placed on the human element. Surely 
it follows that where accuracy is re- 
quired in the basic recording of 
time on the job, the time clock pro- 
vides the best answer. 

If, then, we can rely on the clock 
for the basic recording function, could 
we not simplify the demands made 
upon the timekeeping or supervisory 
staff for recording the data necessary 
for cost determination? Absolute ac- 
curacy in this area is rarely essential, 
and simplified time allocation reports, 
prepared by the supervisor or by the 
employees themselves, may prove 
entirely adequate. 


Internal Control and Wages 

In relation to payroll preparation, 
the time clock has limited, if any, 
direct application. While certain data, 
necessary in making up the employ- 
ee’s take-home pay, may be pre- 
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recorded on the clock card, other 
data, such as production bonuses, 
income tax and similar deductions, 
must be obtained from other sources 
or determined after the employee's 
basic pay has been calculated. 


It may be appropriate to raise the 
question of internal control as it ap- 
plies to the payment of wages. The 
time clock provides a less than 
ideal check on attendance and punc- 
tuality since there are a number of 
ways for an employee to “beat the 
clock”. One employee may punch in 
or out for another. A worker arriving 
late or leaving early may have con- 
veniently “forgotten” to punch the 
clock. However, clocks are usually 
placed in supervised areas, severe 
penalties are imposed for discovered 
abuses, and employees are generally 
aware that even innocent infractions 
of regulations may result in loss of 
earnings. In practice, abuses will 
likely be confined to isolated instances 
involving only minor losses. 


Where the time clock is done away 
with and entire reliance is placed 
on the records prepared by the sup- 
ervisor, more serious irregularities can 
arise. A time report padded with 
“dead men” or fictitious overtime may 
escape unnoticed for some time and 
the loss may be considerable. Al- 
though other control measures may 
be devised, the simplicity of the time 
clock has much to recommend it. 


Effect on Morale 

Those who would discard the time 
clock emphasize the effect on empioy- 
ee morale. They argue that doing 
away with the time clock and plac- 
ing employees on their honour stim- 
ulates a sense of responsibility lead- 
ing to increased production and bet- 
ter work. However, it has been found 
that despite the best efforts of super- 


vision, all employee groups do not 
respond in the same degree to such 
incentives. For example, where there 
are wide seasonal fluctuations in em- 
ployment levels, the opportunity for 
employee education is not present in 
the same degree and the good effect 
on employee morale brought about 
by eliminating the time clock is ques- 
tionable. 


One factor in poor morale is par- 
tiality or favouritism on the part of 
the supervisor. This could conceiv- 
ably be reflected in his recording of 
latecomers and absentees where his 
time report is the sole record. The 
impersonal and impartial clock is 
frequently of importance in _har- 
monious employee relations. Many 
personnel managers could recite in- 
stances in which the clock card 
has been the deciding evidence in 
conciliation, arbitration, and even 
legal proceedings where the em- 
ployee’s attendance on the job is in 
question. The card, being the per- 
sonal record of the employee for 
which he is himself primarily respon- 
sible, is prima facie evidence of his 
attendance on the job. A time record, 
on the other hand, prepared by the 
employee’s supervisor, being a record 
to which the employee has not been 
a party, is obviously not as strong evi- 
dence. 


Punctuality is another considera- 
tion varying in importance from one 
business to another. It is, however, 
particularly vital in assembly line 
operations where the tardiness of a 
single operator may hold up produc- 
tion on an entire line. The time 
clock provides a certain stimulus to 
punctuality, as most who have ever 
had to punch in will admit. 


Use of the time clock still extends in 
many companies even to the salaried 
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or “white-collar” worker, in particu- 
lar where overtime is paid or where 
the employee is offered an incentive 
plan for punctuality and regular at- 
tendance. One such plan allows the 
non-supervisory salaried employee 
certain time off with pay for each 
pay period in which no lates and no 
days absent are recorded. The time 
clock, in this instance, is an im- 
partial and convenient means of rec- 
ording the relevant data. It is doubt- 
ful if the “white-collar” employees 
in question would trade their “earned 
absences” for the privilege of not hav- 
ing to punch a time clock. 

Today there is a certain possibility 
of integrating the time clock record 
into the data processing procedure. 
Much study is being devoted to the 
automatic recording and processing 
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of an employee’s time. Although, to 
date, success in this area is limited, 
the future will almost certainly pro- 
duce some startling developments, 
and the present tendency to discount 
the value of the time clock may be 
reversed. 

To sum up, perhaps a single orig- 
inal time record, prepared manually, 
might be designed to meet all of the 
various functions in one particular 
set of circumstances — a relatively 
simple manufacturing operation or 
costing procedure, with a stable work 
force, small organizational groups and 
simple basis of wage determination. 
But rarely do all of these conditions 
obtain in any particular situation, and 
where they do not, that antiquated 
device, the time clock, continues to 
serve us well. 


“Full disclosure is an ingredient essential to the growth of a free enterprise 
economy. The principle of providing shareholders of our great businesses with 
the facts they must have to make their individual investment decisions is em- 
bedded in our corporate way of life.” 


G. Kerrn Funston, 
President, New York Stock Exchange. 





The Decision to ‘Go Electronic’ 


A survey by the Editor of The Canadian Chartered 

Accountant as the result of a series of interviews 

with firms in or about to enter the field of electronic 
data processing 


WHILE THE TECHNICAL aspects of 
computers are rapidly becoming bet- 
ter known, the considerations which 
influence companies to rent or pur- 
chase them and the initial planning 
for their installation have not been so 
widely discussed. All these activities 
involve people, and this is the human 
side of electronics. It begins with the 
support and understanding of top 
management and carries on through 
the various stages of planning and 
processing until the program is ready 
for action. 


This year and next in Canada, In- 
ternational Business Machines Com- 
pany and Remington Rand have or- 
ders for 60 electronic computers and 
some of these have already been in- 
stalled. These data processing mach- 
ines will be put to wide and varied 
accounting uses and eventually re- 
lieve various clerical groups of repe- 
titive monotonous jobs. On the other 
hand, the initial work to be done be- 
tween the time when a company de- 
cides to make a full fledged survey 
on the installation of a computer and 
the time when it is ready to operate is 
a complicated process requiring care- 
ful thought and study. The best tal- 
ent has to be selected from available 
personnel to study the company’s re- 





quirements and determine the most 
suitable equipment, train the staff 
needed to set up the program includ- 
ing those employees who must carry 
out the new clerical procedures and 
operate the physical equipment. A 
further important aspect of the prep- 
aratory operations is to dispel the not 
unnatural fear of the clerical staff 
that, as a result of a “push button of- 
fice”, they may be threatened with 
eventual unemployment. 

The computer field in Canada has, 
in fact, begun to expand. Manufactur- 
ers are probing the industrial and 
commercial market with a view to 
supplying computers, small, medium 
and large, and their usefulness as a 
means of speeding up delivery of a 
finished manufactured product by 
improved coordination in manufac- 
turing, in addition to accounting and 
and related processes, is beginning 
to make itself felt. 


Growing Interest in Computers 

In March 1957, the Canadian Pa- 
cific Railway Company welcomed into 
its system an I.B.M. 705 Electronic 
Computer which is handling, at pres- 
ent, the monthly payroll accounting 
of some 70,000 of the company’s 90,- 
000 employees. This undertaking 
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formerly took a battery of clerks and 
accounting machines days to com- 
plete and dealt with many different 
jobs with some employees paid on 
the basis of miles travelled, others on 
the number of hours worked and all 
with different rates of pay, deduc- 
tions and varying schedules of in- 
come tax. Today it is being processed 
by the computer in seven hours and 
prints out individual cheques in six 
hours. Another use to which this com- 
puter is being put is providing on the 
spot data on the daily movement of 
tens of thousands of freight cars, 
thereby achieving faster and more 
efficient service for the company’s 
customers. In September a Reming- 
ton Rand Univac is due to be unveil- 
ed in the offices of the Sun Life As- 
surance Company with the formidable 
assignment of keeping track of the in- 
surance records of its many thousands 


of policy holders. Policy owners and 
agency representatives have to be 
notified regularly of premiums and 


benefits due. Upon request, policy 
loans and settlements must be made 
as quickly as possible. Northern EI- 
ectric, Dominion Engineering Works 
Ltd., Du Pont Company of Canada, 
Drug Trading Company, Ontario Hy- 
dro and Confederation Life, to name 
a few, also have large or medium 
scale electronic equipment installed or 
on order. 


Electronic computing equipment 
has achieved a degree of production 
control greater than heretofore pos- 
sible under manual procedures or past 
methods of mechanization. The com- 
panies who are installing computers 
give varying reasons, according to the 
nature of their businesses, for their de- 
cision to do so but the selection of 
staff, training methods used and the 
impact on the clerical staff of such a 
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radical change of system are, in most 
cases, comparatively similar. 

Initial interest in studying auto- 
matic data processing among the 
companies surveyed sprang from a 
variety of incidents. In one case, a 
company official saw a film on the 
subject; in another, the decision 
came as a result of reading magazine 
articles, while companies who already 
had mechanical equipment installa- 
tions considered electronic computers 
in the light of logical, progressive de- 
velopment. “We have been alert to 
new equipment offered by office 
machine people and have taken ad- 
vantage of whatever improvements 
became available” was the way one 
company put it. The decision to make 
a change-over was largely influenced 
by the conviction that better and more 
accurate information could be more 
promptly obtained and that, within a 
comparatively short time, the elec- 
tronic computer would show substan- 
tial financial economies in clerical pro- 
cedures. 


Preliminary Investigation 


Once it had been decided that elec- 
tronics was a field that the company 
should enter, the problem was to in- 
vestigate and consider which type of 
equipment was best suited to indi- 
vidual needs. Du Pont, for example, 
established the following four main 
considerations in order of importance 
(a) capacity (b) flexibility (c) ser- 
vice and (d) availability. As an indus- 
trial concern they required a machine 
that could be used not only for busi- 
ness administration purposes but also 
for research. Apart from accounting, 
the high speed computer has a wide 
range of uses including research and 
design, operational problems, manu- 
facturing and production control, sta- 
tistics and sales analysis. It was re- 
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commended that an I.B.M. 650 medi- 
um scale computer be chosen for Du 
Pont’s purpose. 

As a result of a similar study by 
Dominion Engineering Works it was 
realized that a medium scale compu- 
ter would also fill their needs. Com- 
pany officials recommended a Rem- 
ington Rand Univac File Computer 
which is not nearly as expensive to 
rent or buy as the Univac II but like 
the I.B.M. 650 is a versatile and flex- 
ible piece of equipment. 

It is not intended in this article to 
compare technical differences in com- 
puters nor is there any thought of 
advertising the merits of one machine 
over another, but simply to show the 
reader that companies contemplating 
the use of electronic data processing 
equipment must go through a per- 
iod of learning about the relative vir- 
tues and characteristics of the several 
manufacturers’ products. and spend 
considerable time reviewing the 
equipment and discussing its possible 
use in their own organizations. 

On the average a program covering 
18 months to two years was allowed 
for from the time when it was decid- 
ed to install electronic equipment to 
when the machine actually took over 
the job. The companies surveyed, 
however, have all been using punch- 
ed card installations which undoubt- 
edly is an advantage, although not a 
necessity, in taking the transitional 
step to automatic computers. If em- 
ployees are familiar with the con- 
cept of mechanized accounting, they 
will probably be better able to adjust 
to and plan for automatic computers. 


Selection of Staff 

The selection and training of those 
employees who will be directly asso- 
ciated with the system are the chief 
educational undertakings. While the 
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groups concerned must be thorough- 
ly grounded in the company’s pro- 
cedures and policies, a great deal of 
re-thinking is necessary. Program- 
ming takes a long time and may mean 
considerable change in a company’s 
administrative practices. During this 
period, also, it becomes equally im- 
portant to study and prepare the phy- 
sical conditions in which the mach- 
ines will work. Power and space re- 
quirements, air conditioning, humid- 
ity control, the tape storage room 
and adequate areas for efficient pro- 
cessing can vary in cost anywhere be- 
tween $50,000 and $250,000 depend- 
ing on the scale of the equipment and 
the work involved in its installation. 
Each case has individual circumstan- 
ces and the Canadian Pacific who 
estimate that their “705 Room” will 
have cost $100,000 consider that they 
“got out of it fairly reasonably”. 


The period of planning and transi- 
tion is costly. No interruption in the 
flow of work can be allowed while the 
new system is being put into effect. 
Any transition must be so arranged 
as to enable reports to continue and 
parallel operation of the new and old 
systems is often necessary during the 
change-over. The number of full-time 
employees assigned to direct the 
work, handle the programming and 
operate the equipment must vary 
with the organization in question. 
Canadian Pacific and Sun Life, for 
example, each have a planning staff 
of between 40 and 50 people. The 
manufacturing companies surveyed 
average 12 persons. On one point 
there was general agreement. It is 
much easier to teach programming to 
someone already thoroughly familiar 
with the company’s operations than to 
bring in new staff for the purpose. In 
all companies contacted, a separate 
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data processing department had been 
set up. Its members reported to a 
manager who had been picked for his 
broad knowledge of accounting and 
business methods and above average 
intelligence. Some of the program- 
mers were chosen because of their 
extensive experience in the depart- 
ments whose processes were to be 
taken over by the computer; others, 
because of their knowledge of tabulat- 
ing and related duties in their own 
company’s data processing system. 


Personnel Requirements 

Programming for a computer is 
technical and by no means easy. Man 
must do the machine’s thinking in ad- 
vance and in the finest detail possible. 
Each existing clerical routine must be 
critically examined to see whether it 
is essential to the conduct of the busi- 
ness. When this stage has been com- 
pletely analyzed, the general flow 
charts are developed in logical se- 
quence and these must then be coded 
into machine language. What sort of 
men are needed to carry out these 
assignments? What must they have 
in addition to the experience require- 
ments outlined above? The consensus 
of opinion is that they must be logical, 
imaginative and objective in their 
thinking. Said one company official— 
“A man who spends all day trying to 
find 3 or 4 cents is no use to us.” In 
this line a man has to blaze his own 
trail and, paradoxical though it may 
sound, slavish attention to minute de- 
tail can be a handicap. 


Training Sessions 

With a product such as a computer 
which is comparatively little known, 
the services offered by the manufac- 
turers are of great importance to the 
customer. In the field of service, bene- 
fits to the user are considerable. In- 
ternational Business Machines Com- 
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pany and Remington Rand believe 
that education and training are two 
of the most important obligations that 
the manfacturer has to the user of 
data processing equipment. Both of- 
fer training courses and, where a fee 
is charged for this service, it is re- 
fundable if a computer is subse- 
quently installed. Formal training 
classes ranging from 8 days for execu- 
tives to 6 weeks for programmers are 
held at the companies’ offices in the 
principal cities across Canada. A few 
months ago I.B.M. opened an elec- 
tronic computing and data processing 
centre in Toronto. Later this year 
Remington Rand is also opening a 
computing centre and these service 
bureaus can play a major part by 
providing free testing time for a com- 
pany’s programming before the com- 
puter is installed and ready for action. 
Both companies have also extensive 
libraries available to assist their cus- 
tomers in developing applications. 
Their staffs give advice on program- 
ming and installing the equipment. 
Of necessity, at the present time, 
companies intending to use a compu- 
ter have to train data processing per- 
sonnel selected from their own staffs. 
It seems likely that as the years pass 
and the number of machines in oper- 
ation increases a new professional 
group will gradually come into being, 
possibly having the same status and 
varying degrees of training as ac- 
countants do today. In the eastern 
and far western United States, courses 
in computer programming and elec- 
tronic data processing have been in- 
troduced in the universities with a 
view to creating a force of trained 
men better qualified to handle this 
work in industry. While there are no 
courses at present in Canadian uni- 
versities, some are now offering sup- 
plementary training in programming 
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and are looking further into the need 


for formal training courses. 


Complete or Gradual Integration 

Complete integrated data proces- 
sing is the ultimate goal towards 
which most companies are directing 
their attention. For some, this objec- 
tive is easier to reach than it is for 
others. For instance, in the case of 
Sun Life where every detail of a pol- 
icy can go on one record, a fully in- 
tegrated procedure is possible from 
the start. The technique of the 
change-over in a manufacturing plant 
is far more complex. Here, production 
and scheduling control involves data 
on very diverse operations and it is 
far too complex a job to change over 
other than by a gradual process. 
Most companies have come to realize 
that it is better to reach integrated 
data processing by gradually absor- 
bing existing accounting’ procedures 
such as the preparation of payroll and 
related by-products than by attempt- 
ing to effect full integration at an 
early date. 


A number of companies were asked 
whether they had encountered any 
unexpected difficulties up to the point 
to which they had progressed and 
what steps they had taken to ensure 
the correctness of the original source 
data. Obviously, it cannot be expect- 
ed that a machine will run perfectly 
from the start and all companies re- 
ported that it takes a reasonable per- 
iod of time before the “bugs” are 
eliminated and the equipment reaches 
the desired level of efficiency. Hu- 
man frailty is, of course, the main 
cause of error in original data and 
naturally all firms already have strin- 
gent checking systems in force. These 
should serve equally well under the 
electronic computer system and there 
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should be fewer errors, due in part 
to the logical ability of the equip- 
ment which, by double checking, 
may expose an error if it has been 
passed by the clerical staff. 


Employee Relations 

The need for maintaining good 
employee relations is _ universally 
agreed upon but at no time is more 
necessary than in connection with the 
introduction of electronic activities. 
Few things are more disruptive than 
the wave of fear which can sweep 
through a clerical staff unprepared 
for the installation of a computer. 
They immediately feel that their jobs 
are threatened. Advance briefing 
on how the computer will fit into the 
scheme of things can avoid and pre- 
vent any deterioration in work stan- 
dards. The survey showed that 
through a series of articles in com- 
pany magazines, discussions with em- 
ployees at different levels within the 
company as the work progressed, or 
by a personal letter from the com- 
pany president, employees were as- 
sured that the installation would not 
result in the down-grading or the re- 
lease from service of any individual. 
In fact, in most instances it was point- 
ed out that in the long run many 
positions would be upgraded, jobs 
would become broader in concept 
and there would be opportunities of 
qualifying for new positions. To date 
every indication points to the fact 
that this is precisely what has hap- 
pened. Inevitably, temporary person- 
nel dislocations have occurred but 
company employees have not been in- 
volved in mass unemployment. On 
the contrary, new jobs have been 
created by electronic systems and 
they are definitely of a higher type 
than the jobs they replaced. 

With the fairly substantial place- 
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ment of orders for computers in Can- 
ada and increasing interest in their 
operation, it was natural to ask those 
companies who have installed them 
what beneficial effects they anticipate 
from the equipment. Generally speak- 
ing, they agreed on a number of im- 
portant advantages associated with 
automatic computers, among them 
the ability to provide management 
with up-to-date information more ef- 
ficiently, to decrease clerical costs, to 
counter the ever increasing volume 
and complexity of paperwork and to 
provide the means for new and more 
scientific management. These factors 
will have a significant influence on 
the control of the business and, in 
the opinion of those with whom the 
matter was discussed, will result in 
tangible gains to the business as a 
whole. 


Further Developinents 

Since making, within such a short 
space of time, the spectacular leap 
from the electro-mechanical account- 
ing machine to the electronic compu- 
ter, the reader may well wonder what 
further developments are likely with- 
in the next few years in the computer 
field. To summarize the opinions of 
computer manufacturers, it would ap- 
pear that as Canada becomes more 
industrialized and the amount of re- 
search and development increases, 
the potential market for data proces- 
sing machines will certainly grow. 
With a variety of products being dev- 
eloped, more parts or components are 
being used and consequently the com- 
plexities of the manufacturing pro- 
gram will continue to increase. A big 
potential in the future lies, also, in 
areas currently being developed under 
the name of “operations research”, 
which by providing management 
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with facts in short order will speed 
up the making of important deci- 
sions. With the introduction of new 
types of equipment, businesses both 
large and small in diversified indus- 
tries, which include the wholesale 
grocery field, hardware, meat pack- 
ing, transportation, department stores 
and food chains, will be able to take 
advantage of electronic data proces- 
sing equipment. 

The industry is thinking in terms 
of a decade and in this period the 
manufacturers expect to produce 
smaller computers but with the speed 
and capacity as those now in service. 
Great strides will also take place in 
input and output devices. However, 
there will be no immediate, signifi- 
cant change in the price of equip- 
ment although it is reasonable to as- 
sume that with the greater use of 
computers and improved production 
techniques the cost of data processing 
may be decreased in the future. A 
great deal of research will also be 
undertaken in new memory devices, 
but the manufacturers say that it is 
premature to forecast the replace- 
ment of magnetic cores by any other 
type of memory device. Magnetic 
tape will continue to be used for cer- 
tain types of storage and there does 
not appear to be any thought of de- 
veloping a cheaper random access de- 
vice to make tapes obsolete. 


To the observer who has seen these 
incredible machines spring from the 
blueprint stage into being in such a 
comparatively short time, it does not 
seem too improbable that before 
many years have elapsed we may 
enter yet another era — we shall leave 
the push button age and enter an age 
where the push buttons push them- 
selves. 
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Differences between Business Income 
and Income for Tax Purposes 
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Few TAXPAYERS realize the gap that 
sometimes separates income under the 
taxing law from income measured by 
business and accounting standards. 
That the difference does exist, how- 
ever, has been made apparent in a 
number of decisions of the Canadian 
and British courts. The rule is that 
unless the law impinges to narrow 
or alter them, income from a business 
shall be determined by those conven- 
tions of commercial usage which are 
generally accepted as being applic- 
able to the particular endeavour. The 
emergence of this rule has come about 
because the Income Tax Act does not 
give a detailed definition of “income”. 
While there are a great number of 
detailed provisions in the Act indi- 
cating what is and what is not in- 
come, a large undefined area remains. 
The courts have stated that this area 
is to be filled by generally accepted 
business and accounting principles. 

In order to understand at what 
points the straight-jacket of tax law 
confines the free conventions of busi- 
ness, we must have a clear idea of 
the basic difference in philosophy 
which separates the two. “Income” or 
“revenue”, as an accounting and busi- 
ness concept, is really the measure- 


ment of the increase or decrease in 
overall economic power between two 
given periods of time. The tax con- 
cept, however, of income is the net 
gain or increment flowing from the 
use of the capital asset, be it labour, 
money or resources, in any given fis- 
cal period. 

The two philosophies are separated 
by the fact that income in the com- 
mercial sense is the measure of a busi- 
ness’s increasing ability to perpetu- 
ate itself by the increment to its ec- 
onomic worth. Income, from a tax 
point of view, on the other hand, is 
merely a measure of the liability 
which is imposed upon the person 
and not the income itself. The reason 
why income has been taken as the 
measure of the citizen’s contribution 
to the state is that it has always been 
considered the best indication of his 
ability to make that contribution. The 
logical extension of this thinking, for 
example, is part of the reason why 
true capital gains are not taxed. Cap- 
ital must not be taxed if we regard in- 
come as the measure of a citizen’s 
ability to pay year by year and not a 
measure of his economic worth. While 
to tax capital may not impair the 
citizen’s ability to pay, it is taboo 
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under the British income tax inherit- 
ance because it taxes what is not 
properly part of the annual or re- 
curring flow. 


Queer Twists 

The whole of the income tax com- 
plex: statute, regulation and case law, 
is guided by two cardinal principles. 
The first is how to determine accurate- 
ly and equitably the income of the 
taxpayer in such a way that his in- 
come-earning capacity, and his future 
ability to pay, remains unimpaired, 
and the second is how to fit within the 
concept of income the maximum ag- 
gregate of revenue and benefits with- 
out inhibiting the taxpayer’s ambition 
and initiative. In the application of 
these principles the law has taken 
some very queer twists and the result 
is sometimes markedly different from 
the business and accounting concept. 

For example, in certain fields tax- 
ation income does not cut nearly as 
wide a swathe as the business and 
accounting concept. On the other 
hand there are many cases where the 
tax reach exceeds that of the com- 
mercial concept, more particularly in 
the fields of gross income. This is be- 
cause the taxing Act sweeps all con- 
ceivable elements into the net as gross 
income and then, by a complicated 
and somewhat mysterious series of se- 
lective provisions, it cuts down to a 
manageable residue those items upon 
which the tax is finally imposed. It is 
primarily in these areas that the differ- 
ences must be considered. 


Constructive Receipt 

Starting first with income itself, we 
sometimes find that the taxing statute 
not only includes in income all of the 
normal revenue items of a profit and 
loss statement but, before commenc- 
ing its sorting-out process, it adds 
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many more. An outstanding example 
of this is constructive receipt, where 
a benefit is included even though 
nothing of money or money’s worth 
may be received. Other examples are 
recapture of depreciation, profits aris- 
ing from adventures or concerns in 
the nature of trade, and deemed dis- 
tributions of undistributed income in- 
cident upon a variety of formed cor- 
porate actions. 

Constructive receipt is dealt with 
in sections 8, 16 and 137(2). These 
sections include income benefits to the 
taxpayer however indirect and by 
whatever means they may have come 
into existence, and whether or not 
they may be immediately convertible 
into money or money's worth. 

The theory underlying constructive 
receipt, however, applies both ways, 
as was seen in No. 381 v. M.N.R., 16 
T.A.B.C., 252, dealing with hold- 
backs under contracting agreements. 
There it was held that the 15% of the 
contract price, which was not to be 
paid to a contractor until the accep- 
tance of the work after a certain per- 
iod of time, could not be included in 
his income until either payment was 
made or his debt became legally en- 
forceable. Under Canadian income 
tax law, an item cannot be included 
in income unless it had at the time of 
its receipt or acquired during the 
year of its receipt the quality of in- 
come. This quality does not attach to 
a payment which might otherwise be 
income unless the taxpayer has an 
absolute right to enjoy it and dispose 
of it which is under no restriction, 
contractual or otherwise. This princip- 
le was first enunciated in the Exche- 
quer Court decision of K.B.S. Robert- 
son Ltd, v. M.N.R. (1944), C.T.C. 75 
at page 91. Unless altered by the out- 
come of the pending appeal to the Ex- 
chequer Court in the contractor’s case, 
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it remains a very important principle. 
Just as the income tax law denies a 
taxpayer the right to deduct contin- 
gent liabilities on the ground that they 
may never arise and thus are not true 
costs, so it does not permit the Crown 
to include in income contingent 
amounts before they have been re- 
duced to legal ownership. This is an- 
other way of saying that there is a 
world of difference between an ac- 
count receivable on a balance sheet 
and an actionable right at law. 

The businessman evaluates his 
chances, on the basis of expectancy 
and experience, of eventually receiv- 
ing the amount of revenue which his 
accounts receivable reflect. He estab- 
lishes appropriate reserves against 
them. This he does because he is try- 
ing to plan his future moves upon an 
approximate evaluation of the amount 
of economic leverage at his disposal 
at any given point in time. The In- 
come Tax Act, however, basing itself 
upon the principle of ability to pay, 
takes a stricter view of true income 
and expenditures and, subject to cer- 
tain limited exceptions, turns a stern 
face against the inclusion of accounts 
receivable and the deduction of ac- 
counts payable where there is any ele- 
ment of contingency. 


Capital Gains 

The difference which perhaps caus- 
es the most confusion is seen in the 
area of the so-called “capital gain”. 
There is a constant undertone of mut- 
tering in the wings among account- 
ants and businessmen to the effect 
that the action of the courts and 
the imprecision of the statute have 
stretched income to bring into tax 
what are really capital gains. Before 
considering the validity of that state- 
ment itself, it should not be forgotten 
that those very “capital gains” which 


the income tax law may consider in- 
come are not infrequently treated as 
“revenue” without distinction as to 
their source by businessmen and ac- 
countants. Thus, the objection to the 
alleged inclusion of capital gains in in- 
come for tax purposes cannot be that 
they may not be part of “revenue” 
from a business point of view, but that 
under the income tax concept they are 
the tree and not the fruit and thus 
may have a stultifying effect upon 
risk-taking and initiative. In short, the 
allegation that it is wrong to include 
the so-called “capital gains” in income 
per se cannot be made with any val- 
idity by the businessman or account- 
ant who himself treats them without 
too much discrimination in financial 
statements. The objection could only 
be valid when it is based upon the 
two principles of taxation enunciated 
at the beginning of this paper. It is 
even questionable whether the objec- 
tion is valid when so viewed. 


In the judgment of the Supreme 
Court of Canada in Anderson Log- 
ging Co. v. The King (1917-27), 
C.T.C. 198 at page 208, Duff J., as he 
then was, analyzes with clarity the dif- 
ference between the sale at a profit of 
all of the company’s fixed assets, which 
he asserts would not be taxable, and 
the profit derived from an isolated 
transaction of a commercial nature 
within the company’s powers which 
would be taxable. The non-taxable 
transaction, in his language, is not 
taxable because it is a change in, 
or realization of, an investment. To 
put it another way, it would impinge 
upon that portion of its assets which 
it utilized to produce the revenue 
rather than the revenue itself. Techni- 
cally, as Duff J. points out, the pro- 
ceeds from such a sale, even though 
not taxable, would nevertheless fall 
within the “revenue” category of the 
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company’s accounts since it would be 
available for the payment of divi- 
dends to shareholders. 

If, however, the criticism is valid, 
and true capital gains from the reali- 
zations of investments or the unlooked 
for windfall are not to be taxed, then 
the tax law should be made to differ 
even more markedly by deleting from 
the definition of the word “business” 
the words “adventure or concern in 
the nature of trade”. The reason for 
any such deletion can only be that 
tax law is now breaking its own rules 
and as a result taxing the goose and 
not the egg. 

By the same token the answer does 
not lie, as many would have it, in 
the enactment of a capital gains tax. 
A capital gains tax, as the American 
law recognizes, is nothing more than 
a lower rate of tax upon income or 
revenue of a certain kind. It solves 
nothing to have to pay a premium for 
a definition when that definition can 
be supplied free. 

Another argument, however, which 
cannot be dismissed as easily as the 
first, is that the mere uncertainty in 
the law arising from the absence of 
definition is as harmful to incentive, 
initiative and the proper accumula- 
tion and use of capital in the econom- 
ic sense as the occasional incursions of 
income tax into economic capital 
themselves. This, more than any other 
single reason, is why income or, alter- 
natively, capital gain, must ultimately 
be precisely defined. If this is done 
some problems will remain on the 
score of uncertainty. The businessman 
must become tax conscious in the 
true sense. He must appreciate the 
likely tax consequences of his acts. 


Definition of “Business” 


The extension of the definition of 
“business” contained in section 189 
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(1)(e) to include “an adventure or 
concern in the nature of trade” and 
its application in the case of Taylor 
v. M.N.R. (1956), C.T.C. 189 resulted 
in a furor which shows how woefully 
business understanding of tax philoso- 
phy is behind the times. 

If a transaction is “an adventure or 
concern in the nature of trade”, the 
resulting profit may be taxable even 
though the transaction was not itself 
a trade or business. This is, in a sen- 
tence, the burden of the judgment of 
the learned President in this case, the 
first on the point that has come before 
the Exchequer Court. It results from 
the inclusion of the term “adventure 
or concern in the nature of trade” i 
the definition of “business” in the In- 
come Tax Act. It is felt by many that 
this has “substantially enlarged the 
ambit of the kind of transactions the 
profits from which were subject to in- 
come tax”. Actually the new definition 
and the judgment have merely clari- 
fied principles that have been applied 
for many years. 


Undoubtedly this decision will en- 
courage the government to place more 
reliance upon the definition as a 
sound basis for assessment in the fu- 
ture. It is important, therefore, to note 
the tests which the court has applied 
to determine when a transaction, 
which is not itself a trade or business, 
can be held to be an “adventure or 
concern in the nature of trade”. The 
learned President first advances some 
negative propositions concerned with 
excluding a number of erroneous 
tests. He then furnishes some “specific 
guides”. 

Negative Tests 

On the negative side he has this to 
say: 

1. The singleness or isolation of a 
transaction cannot be a test of wheth- 
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er it was an adventure in the nature 
of trade .. . “it is the nature of the 
transaction, not its singleness or isola- 
tion, that is to be determined”. 

2. It is not “essential to a transac- 
tion being an adventure in the nature 
of trade that an organization be set 
up to carry it into effect”. 

3. “... the fact that a transaction is 
totally different in nature from any 
of the other activities of the taxpayer 
and that he has never entered upon 
a transaction of that kind before or 
since does not, of itself, take it out of 
the category of being an adventure in 
the nature of trade.” 

4. “The intention to sell the pur- 
chased property at a profit is not of it- 
self a test of whether the profit is sub- 
ject to tax for the intention to make a 
profit may be just as much the pur- 
pose of an investment transaction as 
of a trading one. The considerations 
prompting the transaction ‘may be of 
such a business nature as to invest it 
with the character of an adventure in 
the nature of trade even without any 
intention of making a profit on the 
sale of the purchased commodity.” 


Positive Tests 

On the positive side the court out- 
lines some specific guides: 

1. “. . . if a person deals with the 
commodity purchased by him in the 
same way as a dealer in it would or- 
dinarily do, such a dealing is a trad- 
ing adventure.” 

2. The nature and quantity of the 
subject matter of the transaction “may 
exclude the possibility that its sale 
was the realization of an investment 
or otherwise of a capital nature or 
that it could have been disposed of 
otherwise than as a trade transaction”. 

Perhaps the most important feature 
of this decision is the conclusion of 


the court that absence of intention to 
resell for a profit is no defence. Other 
factors may enter to overcome such 
an argument. It is clear that the basic 
test remains the same. An item is 
either acquired as an investment or it 
is not. If it is not, any gain may be 
taxable. The question as to which it 
is must be determined by all the 
facts: course of conduct, nature of the 
item, probabilities of it producing rev- 
enue without the need to be turned 
over and the similarity to a trading 
transaction. This judgment emphasiz- 
es once more how small is the area 
left available for capital gains but 
does not really further restrict it. 

The distinction we have been dis- 
cussing is even more marked in the 
line which the tax law draws between 
“earned” as opposed to “capital” sur- 
plus. In strict theory of accountancy 
any item of gain received by a busi- 
ness concern may be considered “rev- 
enue” and be credited to the earned 
surplus account without distinction as 
to its capital or income nature. The 
only item which is properly a credit 
to capital surplus account is that sav- 
ing of capital or return of capital 
which arises upon the redemption or 
reduction of capital. Thus the busi- 
nessman and the accountant need to 
make no distinction in terms of source 
of funds provided there is a profit. 
The income tax law, however, distin- 
guishes between the source of funds 
on the capital or income side but in- 
cludes items even though not received 
in money or money’s worth. 

To sum up, therefore, it would ap- 
pear that on the taxable income side 
the tax law is less comprehensive than 
business and accounting principles. 
This statement by itself is of no prac- 
tical use. However, if this fact is ac- 
cepted, it can be of assistance to the 
practitioner or the businessman _ if 
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only to prevent him from attempting 
to measure taxable income in every 
instance by his own standards of rev- 
enue. 


Deductible Expenses 

The second major field of difference 
between the two incomes is that of 
the determination of what is deduc- 
tible in arriving at taxable income. 
Here the distinctions are more clear- 
cut. 

In the field of deductions which re- 
duce gross income to taxable jncome, 
there is a great disparity between 
rules applicable under business and 
accounting principles and under in- 
come tax law. The leading case which 
sets out the position in tax law is that 
of The Royal Trust Co. v. M.N.R. 
(1957), C.T.C. 32. At the end of the 
judgment the learned President gives 
a particularly apt statement of the 
philosophy governing deductions un- 
der the taxing statute where he says: 

“Thus it may be stated categoric- 

ally that in a case under the In- 

come Tax Act the first matter to be 
determined in deciding whether an 
outlay or expense is outside the 
prohibition of section 12(1)(a) of 
the Act is whether it was made or 
incurred by the taxpayer in accor- 
dance with the ordinary principles 
of commercial trading or well-ac- 
cepted principles of business prac- 
tice. If it was not, that is the end of 
the matter. But if it was, then the 
outlay or expense is properly de- 
ductible unless it falls outside the 

expressed exception of section 12 

(1)(a) and, therefore within its 

prohibition.” 

Once an expense has passed this 
test it is necessary to establish that it 
was made for the purpose of gaining 
or producing income from the tax- 
payer's business. This is the only 
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other limitation imposed by the sec- 
tion which thus excludes fewer expen- 
ditures than the predecessor, section 
6(1)(a) of the Income Tax Act. It 
follows that, even though no income 
results, if an outlay or expense is 
made or incurred by a taxpayer in ac- 
cordance with the principles of com- 
mercial trading or accepted business 
practice and it is made or incurred 
for the purpose of gaining or produc- 
ing income from the taxpayer's bus- 
iness, it will be deductible under the 
Income Tax Act unless it is clearly 
absurd as to quantum. 

It will be seen from the foregoing 
that the income tax law imposes more 
restrictive tests on the deductibility 
of expenses than commercial or ac- 
counting. practice. An expense which 
is not normally capitalized in the nor- 
mal business sense is any expense of 
a current nature whether or not it is 
laid out for the purpose of earning 
income. The very existence of the 
many limitations on deductions in the 
Act points to a divergence from busi- 
ness and accountancy which is sub- 
stantial. 


Exclusions of Deductibility 


The exclusions of deductibility in 
the income tax law proceed upon the 
obverse proposition from that under- 
lying the inclusions of items in in- 
come. Deductions are excluded in 
every case where they are made on 
account of capital or are not laid out 
for the purpose of earning the in- 
come. Here again we are talking in 
terms which are deceptive to the busi- 
nessman because the tax meaning of 
the same term is sometimes different 
from its ordinary meaning. In order 
to determine when an expense is on 
account of capital and thus not de- 
ductible the businessman must know 
what the law as opposed to the ac- 
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countant considers capital. Fortunate- 
ly, the matter has been well defined in 
a long series of judicial decisions in 
Canada and the United Kingdom. 
These cases have decided that capital, 
in the income tax sense, is any source 
of income as opposed to income itself. 
Thus the right to carry on business or 
a franchise or a lease is a capital asset 
and sums spent to protect it or ac- 
quire it are not proper deductions. 
Anything which is of an enduring 
advantage or benefit to the trade or 
which requires the making of an ex- 
penditure once and for all, as opposed 
to recurring expenditures, is capital. 


Five Tests of Deductibility 

There are five tests of the capital 
nature of an expenditure: 

(1) Does the deduction relate to 
the main framework of the company’s 
business? If so, it is capital and not 
deductible. 

(2) Is the expenditure made in the 
capacity of trader or owner? If the 
former, it is allowable unless specifi- 
cally prohibited and if the latter, it is 
generally not deductible as being 
made on account of capital. 

(3) Is the expenditure recurring or 
was it made once and for all? If recur- 
ring it would probably be a trading 
expense and deductible. If made only 
once it would, prima facie at all 
events, be on account of capital. 

(4) Is the expenditure made in 
connection with or out of fixed as 
opposed to circulating capital? If so, 
then it would be inadmissible as a 
deduction. 

(5) Did the expenditure bring in- 


to existence a permanent asset or 
create an enduring advantage for the 
business? If so, it would be a capital 
payment. 

Fortunately, since tax law has been 
drafted by lawyers and developed by 
judges whose evolution of the prin- 
ciples has been self-educating, most 
of the process of thought leading to 
the present concepts has been record- 
ed and can be examined. Unfortu- 
nately, its examination often requires 
the assistance of a lawyer since the 
construction of statutes, the relating 
of many judgments and the evalua- 
tion of legal thinking do not come 
easily and are fraught with pitfalls for 
the untrained. The most useful ap- 
proach therefore, is to acquire the 
habit of regarding all commercial life 
from two standpoints, the tax and the 
business one. To apply the technical 
tests in every instance requires train- 
ing and experience. However, by con- 
sistently applying the dual standard 
approach, experience and judgment 
can be readily attained. 


There is one truism that is too of- 
ten overlooked: tax laws, in the final 
analysis, are made by all of us. It is 
a slow process but the impetus that 
begins with the frustrated or irate 
businessman can percolate up through 
Parliament and down into the law in 
some degree. The measure of the ef- 
fectiveness of the taxpayer’s own urge 
to alter the law is directly proportion- 
al to the patience, determination and 
technical skill that he can bring to the 
task. Success also requires a grasp of 
the basic philosophy that separates 
tax income from business income. 





Retail Credit and the Auditor 


F. R. SOUTHMAYD 





Tue mpact of the demands of the 
consuming public is an important fac- 
tor in the steady economic progress 
of our rapidly growing nation. The 
extension of consumer credit, incorp- 
orating some aspects of compulsory 
saving, has stimulated an increased 
demand for goods, especially in the 
area of secondary manufacturing. 


Canadians today spend a greater 
proportion of their income than they 
did some years ago. However, it is 
difficult to measure comparatively the 
historic relationship between con- 
sumer indebtedness and personal dis- 
posable income for several reasons, 
the chief of which are: 


1. Selling on credit is largely a phen- 
omenon of the last 25 years. 


2. There has been a tremendous in- 
crease in the discretionary income of 
consumers, i.e. income in excess of 
that required for the fixed costs and 
essentials of living. 


3. Skilled credit granting techniques 
and facilities have been developed 
that are in line with the part that con- 
sumer credit plays in the economy 
and can be adapted to individual cir- 
cumstances. There are undoubtedly 
fringe excesses in the extension of re- 
tail credit, but the vast majority of 


consumer debt outstanding is on the 
sound base of ability to repay. 

4, There are increased measures of 
economic security for the individual 
and his family which were not en- 
joyed a few years ago. 

Because of the important effect that 
it has on the operation and welfare of 
a retail organization as a whole, cred- 
it is a major concern to the auditor 
who deals with retailing enterprises. 
Conversely the opinion and advice of 
an auditor who understands this part 
of the retailing operation can bene- 
fit the merchant and the shareholders 
of a company in which credit volume 
is a significant factor. 

The basic purpose of retail credit, 
like other kinds, is to permit the bor- 
rower to do now what he would oth- 
erwise have to wait and save for. 
The borrower considers that his re- 
turn in pleasure, health, income and 
expanded opportunity justifies the ex- 
pense of borrowing. The lender like- 
wise feels that his return in income 
or profit justifies his risk in lending 
and his depriving himself of the use of 
his capital. 


Classifications of Credit 
Retail credit is divided into two broad 
classifications: 
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RETAIL CREDIT AND THE AUDITOR 


1. CONVENIENCE OR ACCOMMODATION 
CREDIT 

These accounts have a rapid liquid- 
ation rate or turnover. However, they 
may total a relatively high figure and 
the expense from handling charges, 
interest, etc. may be considerable. The 
credit worthiness of a customer want- 
ing this type of credit must be investi- 
gated as carefully as if he were ap- 
plying for instalment or long term 
arrangements. Normally no charge is 
made to him, however, and the inci- 
dental handling expenses become a 
charge against merchandising profits. 
A discount is sometimes allowed for 
prompt payment or repayment, to en- 
sure a high rate of liquidation and so 
keep expenses to a minimum. 


2. INSTALLMENT OR DEFERRED 

PAYMENT CREDIT 

This type may take the form of ex- 
tended term accounts for single items 
on which a down payment may or 
may not be required and on which 
the balance is repaid over a consid- 
erable number of months in equal 
payments. Another type is the popu- 
lar “Revolving Charge” or budget ac- 
count on which the customer estab- 
lishes a maximum credit limit and 
purchases against this limit so long 
as regular payments are made and the 
maximum extension is not exceeded. 
While some retailers do not charge 
for this accommodation, it is usual 
for a “carrying charge” to be added to 
the amount financed and collected 
from the customer. Some set this 
charge at a rate to offset part of the 
cost of the credit handling; others 
believe that the full amount of the 
extra expense should be recovered 
from the customers. Still others think 
that the credit operation should re- 
turn a profit like the other activities 
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of the business. Because of the pres- 
sures on profit margins in recent years, 
there has been a tendency toward the 
latter two schools of thought. 


Appraisal of the Borrower 


The primary requirements for any 
prospective borrower are enough sta- 
bility and integrity to properly admin- 
ister his finances and carry out his 
financial commitments and undertak- 
ings. Ability-to-pay is based upon his 
financial worth, income, employment 
and location, relationship of fixed 
charges and other commitments, in- 
come etc. Integrity in financial mat- 
ters is to a large extent a reflection of 
character and habit. The prospective 
credit grantor or lender must investi- 
gate these factors to make a sound 
decision on approving the amount of 
credit requested. He can contact 
the sources of information directly or 
such associations as credit bureaus 
or the “reporting” companies which 
sell this service. 

While most contracts for extended 
term consumer credit include a lien on 
the merchandise until the amount ow- 
ing is fully paid, the wise credit gran- 
tor protects his investment by a 
proper appraisal of the facts and cor- 
rect credit decision rather than depen- 
ding on the repossession value of the 
merchandise. 


Policies and Procedures 

Operating policies and procedures 
vary with the nature of the business 
which in turn determines volume, the 
general method of processing credit 
applications and the collection of ac- 
counts. There are special business 
machines designed for the handling 
of accounts receivable. The applica- 
tion of punched card accounting to 
retailing has been limited in the past 
but is now receiving a great deal of 
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attention. The new development in 
electronics and automation will likely 
provide the answer to the continuous 
pressure in retailing for reduced costs 
and increased and improved services 
to customers. 


The ability of retailers to determine 
the part that consumer credit should 
play in their organizations and their 
courage in holding to the basic prin- 
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ciples of the sound extension of cred- 
it to individual customers will deter- 
mine the extent to which outside 
arbitrary controls are necessary and 
justified. There will continue to be 
greater pressures for improved, more 
economical procedures that provide 
better service to retail customers. The 
auditor is vitally concerned and can 
be of major assistance in the proper 
working out of these matters. 


QUALITIES OF LEADERSHIP 


Presiding at the 28th national cost conference banquet, Mr. Ian T. 
Morrow, C.A., F.C.W.A., president of the Institute of Cost and Works Ac- 
countants, rose to reply to Lord Mancroft’s toast to the Institute. Saying 
that this was the last occasion on which he would reply to this toast, Mr. 
Morrow wondered, at the end of 12 months as president, what qualities a 
president needs. Among them, he suggested, were: a strong digestion 
(he must cultivate a fondness for chicken); three different jokes; and an 


understanding wife. 
— The Cost Accountant, July 1957. 
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Radio Broadcasting and 
T. V. Accounting 


NORA M, FOULDS 


“Time is worth money”. This is a 
trite phrase, but in the broadcasting 
industry, time is “worth money”, since 
it is the saleable commodity which 
must be accounted for. 

Forty or fifty years ago broadcast- 
ing was confined to ships at sea which 
could send wireless signals to shore, 
particularly when in distress. Then 
came the transmission of voices in 
1914. World War I slowed down pro- 
gress in this field, but by 1922 com- 
mercial broadcasting had begun in 
Canada. Soon after, radio became a 
recognized medium for advertising, 
and so evolved the first need to ac- 
count for time sold to advertisers or 
sponsors, as they are usually called. 
Today, broadcasting time sales, like 
other forms of advertising, are made 
through advertising agencies, repre- 
sentatives or local salesmen, and 
hence the accounting procedures must 
also record their commissions as well 
as talent fees, general salaries and all 


other expenses. 


-Logging Time 


The pivot of the whole set-up is the 
traffic department where inventory 
records show what time has been sold, 
what has been allotted to program 
material, and what is still unsold or 


available for sponsored programs, spot 
announcements or flashes. A visual 
card record, comparable to the kind 
used in accounting for automobile 
parts inventories, is kept as a time in- 
ventory record. It tells for how long 
any given segment of a day is booked. 
It is important to know, for example, 
for what portion of a year the minute 
before 8 a.m. has been taken. 


From the time inventory a broad- 
casting log for each day is made up 
and run off on a spirit-type duplicat- 
ing machine. A first draft of the log 
should be run off several days before 
the actual broadcast day, and addi- 
tions to and deletions from the 
broadcast schedule can be made on 
the original master. The adjusted mas- 
ter is run off again on the evening be- 
fore broadcast date. 


Copies of both the first and the 
final log go to announcers, continuity 
writers, salesmen and management. 
Three copies of the final log must also 
be sent to the transmitter so that the 
operator can fill in the exact time each 
item goes on and off the air. One 
copy is sent to the Canadian Broad- 
casting Corporation to assure that 
commercial time does not get out of 
balance with program time. A second 
goes to the accounting department as 
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authority to bill the advertisers and 
advertising agencies. The third stays 
on file at the station as part of the 
permanent records. 


Broadcast Orders 

Programs or announcements are 
sold by salesmen in the local field and 
by representatives in the national 
field. Network programs are aired by 
arrangement with CBC. When time is 
sold, a broadcast order is made out, 
the original of which is the billing 
authority for the accounting depart- 
ment. Any deviation from the broad- 
cast order because of change of tim- 
ing or mechanical failure must be 
authorized by a memorandum. The 
numbering of memos will act as a 
check that all memos are implement- 
ed before invoices are rendered to the 
advertisers or their agencies. In the 
case of national accounts, which are 
usually handled by agencies, confirm- 
ation of service for each account must 
be forwarded to the agency. This 
guarantees that the time bilied was 
actually on the air. 

Invoices are made out from the offi- 
cial log or from the broadcast order. 
When made out from the broadcast 
order (which indicates any variations 
due to change in programming, etc.) 
the invoice and confirmation of ser- 
vice must be cross-checked. The 
broadcast order is a five-part form 
showing all detail in connection with 
the sale of time. The original is de- 
livered to accounting as the authority 
to bill the advertiser. The second copy 
is processed by a statistics clerk. The 
third goes to the traffic department as 
source data for the “availabilities” or 
time inventory. The fourth is a num- 
erical file copy, and the fifth is used 
in the promotion department for re- 
cording information as to display mat- 
erial, brochures, advertisements, etc. 
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Recording Revenue 

The invoices are also typed in five 
parts. Two copies go to the advertiser 
and one is used to calculate sales 
commission, if any. The fourth be- 
comes a unit ledger sheet and the 
fifth is filed for numerical control. 
This last copy is also used for sum- 
marizing revenue under the headings: 
national, local and network. These 
classifications are further broken 
down to show whether the revenue 
was from spots, flashes, programs or 
production. Revenue of a broadcas- 
ting station is also derived from mis- 
cellaneous sources like making record- 
ings and from charges for remote con- 
trol programs. It is necessary to ac- 
count for income carefully not only 
because the station’s executives need 
accurate figures but also because 
sundry reports have to be filed and in 
many instances licence fees and other 
charges are based on reported reven- 
ue. As licence fees are based on slid- 
ing scale revenue brackets, it is im- 
portant to segregate the income which . 
results from profit on operations from 
money received on account of direct 
charges which have been paid out for 
talent fees, line charges, etc. 


Recording Expenses 

The expenses of a_ broadcasting 
station require relatively simple ac- 
counting. The operation of the sta- 
tion itself automatically sets the broad 
pattern for dividing expenses into 
programming, engineering, and gen- 
eral or administrative. Here again, 
necessary governmental and other re- 
turns should be taken into considera- 
tion when expense accounts are being 
set up. 

As in any operation involving a 
great deal of equipment, depreciation 
allowance accounts for a large por- 
tion of the expense. Because of the 
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amount of money involved, and also 
the work that would be necessary to 
allocate depreciation charges, it has 
proved time-saving to show all depre- 
ciation as one item on statements. The 
fixed assets on which the depreciation 
is charged may be accounted for in a 
subsidiary fixed asset ledger. 


Features of Telecasting 

Much that has already been said 
about radio broadcasting applies to 
television as well. However, there are 
differences in the accounting for the 
latter. While “production” occurs to 
some extent in radio, in television it is 
a major department and a source of 
considerable revenue. The use of 
cameras for live telecast is costly both 
in the necessary manpower and in 
equipment and supplies. Production 
time is billed in the same manner as 
broadcast time. The cost of special tal- 


ent and props is priced on the basis 


of the work done. A job cost sheet 
is used like that used in job plants 
or for piece work, with one copy of 
the sheet following the job through 
to the billing stage. Here again the fil- 
ing of government reports must be 
borne in mind, and any in-and-out 
expenditures for talent fees or other 
direct charges should be earmarked 
for easy reporting. 
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Another activity peculiar to a tele- 
vision station is the processing of film 
for broadcasting. In order to telecast 
local news items, it is convenient to 
have a movie camera crew on staff 
and a complete dark room and other 
processing equipment for speedy dev- 
eloping and editing. Free lance artis- 
ans can be assigned to this work, but 
the time lag may then be too great. 
Usually a combination of both meth- 
ods is most advantageous to a telecas- 
ting news department. It is also neces- 
sary to have staff and equipment to 
edit and time the rented film for film 
features, featurettes and telescriptions. 


A New Industry 

The business of broadcasting has 
become so much a part of our daily 
lives it is hard to remember that it is 
one of the newer industries and many 
of its paper work procedures are still 
in the trial-and-error period. Changes 
in broadcasting or telecasting, such as 
the introduction of colour, will cause 
revisions in the format of a station’s 
accounts. 

But accounting for broadcasting is 
no different from accounting for any 
other industry, in that change is al- 
ways necessary. 











STANDARDS OF DISCLOSURE 


To Canadian chartered accountants 
as a whole, no pronouncement has 
had a position of greater importance 
than that of Bulletin No. 1 of the 
Committee on Accounting and Aud- 
iting Research. That bulletin, dealing 
with standards of disclosure in finan- 
cial statements, was released in Octo- 
ber 1946 after intensive study and 
consideration by the members of the 
committee under the chairmanship of 
W. L. L. McDonald. There can be 
no doubt it contributed notably to the 
improvement in financial statements 
in the succeeding years. 

That very improvement in practice 
was one of the factors leading to the 
need for revision of the bulletin. The 
need has been emphasized by other 
developments during the past ten 
years, such as the subsequent issue of 
a dozen bulletins, the recommenda- 
tions of the C.1.C.A. Committee 
on the Companies Act (The Canadian 
Chartered Accountant, April 1953), 
statutory enactments, changing term- 
inology, and studies such as “Financial 
Reporting in Canada” which was 
published in 1955 and for which a 
new edition is now in preparation. 


Bulletin No. 1 has been reviewed 
from time to time by the Research 
Committee, and a very thorough re- 
drafting has been carried on over the 
past two years. The result now ap- 
pears under a new label, Bulletin No. 
14. The new number has been used 
to ensure completeness in the bulletin 
files maintained by Institute members 
and others. 


Edited by LAWRENCE G. MACPHERSON, F.C.A. 


Accounting Research 
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Director of 
Research, C.I.C.A. 


An adequate summary of the re- 
vision cannot be attempted in this 
short note. Instead, only a few of the 
important changes will be mentioned. 


Many changes were necessary to 
catch up with current terminology, 
especially in regard to reserves and 
surpluses. 

The effect of bulletins which have 
been issued since 1946 appears in 
several places. The paragraph under 
the heading “inventions”, for example, 
emphasizes the need for disclosing 
the method of determining inventory 
cost in certain cases. This topic was 
included in Bulletin No. 5. 


In the presentation of long-term 
debt, the particulars to be shown have 
been reduced by eliminating the auth- 
orized amount and the amount origin- 
ally issued, while more important in- 
formation has been added as to the 
existence of sinking fund, redemption 
and conversion provisions. 


In the recommendations concerning 
the profit and loss statement, empha- 
sis has been placed on a fair presenta- 
tion of the results of operations. The 
amortization of intangible assets has 
gained in importance in some indus- 
tries, and disclosure of the charge is 
indicated. The disclosure of total sales 
is encouraged. Recommendations are 
made as to the suitable presentation of 
profits and losses on capital assets, and 
other items of a special nature and of 
adjustments affecting prior years. 

The section on “Notes to Financial 


Statements” brings together several 
old matters and three or four new 
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items. The list emphasizes certain 
things which require disclosure but is 
not intended to cover all matters re- 
quiring notation in various circum- 
stances. Important new items include 
long-term leases and sale-and-lease- 
back transactions, parent company se- 
curities owned by non-consolidated 
subsidiaries and loans made during 
the period to directors or officers. It is 
to be noted that the reference to loans 
made during the period applies even 
though no such amounts remain out- 
standing at the date of the balance 
sheet. 

The new bulletin takes an important 
step in dealing with the questions 
whether the financial statement should 
be presented on a consolidated basis 
and whether the accounts of a partic- 
ular subsidiary should be included. A 
clear recommendation is made for a 
consolidated statement wherever it 
will present the most informative 
view. On the other hand, consolida- 
tion is not recommended where the 
presentation will be fairer without it, 
and examples of such possible cir- 
cumstances are given in the bulletin. 
Reasons should be given for the ex- 
clusion of the accounts of any sub- 
sidiaries from a consolidated state- 
ment. The presentation of separate 
statements for important subsidiaries 
is called for, where this is needed for 
adequate disclosure. 


In regard to the earned surpluses 
and the operations of subsidiaries 
prior to acquisition by the parent com- 
pany, the Research Committee has 
recognized the importance of what is 
known on this continent as a pooling 
of interests, and the possibility of the 
appropriate procedure differing from 
the usual consolidation practice in 
such a case. 

The paragraphs at the end of the 
bulletin, under the heading “General 
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Comments”, deserve special attention. 
As was the case in the original bulle- 
tin, the committee expresses its pre- 
ference for comparative figures in 
statements and presents the general 
proposition that the basis of valua- 
tion of assets should be indicated. 
This has been mentioned in regard to 
specific assets in the earlier parts of 
the bulletin. 


Practically all published statements 
now classify the items according to 
well-accepted distinctions, and the 
bulletin recognizes the general prac- 
tice as a basic standard. 


The importance of considering the 
possible material effect of post-bal- 
ance sheet events before issuing finan- 
cial statements is recognized. Respon- 
sibility for financial statements is now 
usually taken to include responsibility 
for disclosing any such events mater- 
ially affecting the financial position or 
the future prospects of the company. 


Research bulletins are not deemed 
to be applicable to items that are not 
material in amount or significance, but 
the question of what constitutes mat- 
eriality is a perennial problem which 
defies attempts to provide a practical 
measure or definition. However, cer- 
tain tests can help in forming a judg- 
ment. The last paragraph of the bull- 
etin is directed to this question, and 
two useful tests are suggested. The 
first is a consideration of the size of 
the amount in question, as related to 
other amounts in the statements, and 
the use of percentages, varying in 
different contexts, is proposed as one 
approach. The second is a considera- 
tion of the probable importance of the 
item in decision-making by those per- 
sons for whom the staterhent is pre- 
pared. The materiality of an item may 
well vary according to the uses to 
which a statement is put, and ac- 
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countants are familiar with the need 
for different statements for different 
purposes. Fortunately, the informa- 
tion required by shareholders and by 
potential investors is generally the 
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same, and their needs for information 
in making decisions should provide 
an indication of what is material in 
relation to the presentation of items 
in published reports. 


C.1.C.A. Research Bulletin No. 14 


August 1957 
(Superseding Bulletin No. 1) 


STANDARDS OF DISCLOSURE 


In October 1946 the Committee 
on Accounting and Auditing Research 
issued its first bulletin, which dealt 
with the subject of standards of dis- 
closure in financial statements. In that 
bulletin the committee pointed out 
that the Companies Act 1934 (Can- 
ada) had set a relatively high stan- 
dard of disclosure, but that by 1946 
its requirements were behind the best 
of accepted accounting practice. 

The outstanding trend in account- 
ing thought over the past few de- 
cades, in this country as in Great 
Britain and the United States, has 
been towards fuller disclosure in 
company accounts. The Canadian 
Institute of Chartered Accountants 
has sought, by means of periodic pro- 
nouncements and in other ways, to 
encourage this trend. In 1953 the Re- 
port of the Institute’s Committee on 
the Canadian Companies Act recom- 
mended many changes in company 
legislation. That report reflected the 
progress which had been made in 
financial reporting since the or- 
iginal publication of Bulletin No. 1, 
and its recommendations have influ- 
enced subsequent provincial legisla- 
tion. The Committee on Accounting 
and Auditing Research accordingly 
believes that accounting standards 
and practice have advanced suff- 


IN FINANCIAL STATEMENTS 


ciently that Bulletin No. 1 should be 
revised. 


This submission deals only with 
minimum standards of disclosure in 
financial statements. It is not inten- 
ded to deal with the accounting prin- 
ciples and procedures which are in- 
volved in the determination of the 
amounts shown in financial state- 
ments nor with the special require- 
ments that apply to certain enter- 
prises such as railways, trust and in- 
surance companies, chartered banks, 
public utilities, and governmental 
bodies. The standards herein set out 
are minimum standards only, and 
they are not to be construed as sub- 
stitutes for the exercise of judgment 
where further disclosure is necessary 
to avoid ambiguity or to prevent a 
statement from being misleading. 


Care should be taken to present 
financial statements in such form that 
the significant information is readily 
discernible. To achieve this end, in- 
significant items are usually better 
grouped with such other accounts as 
most closely approximate their na- 
ture. 

The financial statement should be 
read as a whole and notes appended 
thereto for the purpose of clarifica- 
tion or further disclosure are consid- 
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ered to have the same significance 
as if the explanations were placed 
against the items concerned. How- 
ever, it is suggested that the wording 
of the items concerned contain refer- 
ences to the notes, as such incorpora- 
tion by reference emphasizes the fact 
that the notes are a part of the finan- 
cial statements. 

Subject to the above comments the 
following recommendations are made 
with respect to disclosure in financial 
statements. 

The headings used in this bulletin 
are intended to indicate subject mat- 
ter rather than balance sheet descrip- 
tions. 


Balance Sheet 
A. CURRENT ASSETS 
(1) Cash 

Cash balances subject to restrictions 
that prevent their use for current pur- 
poses should not be included in cur- 
rent assets. Call loans, treasury bills 
and similar securities should not be 
combined with cash balances. 
(2) Marketable securities 

Securities classified as current as- 
sets should include only those which 
are capable of reasonably prompt 
liquidation and which are intended 
as a temporary investment. The basis 
of the carrying value of these securi- 
ties should be clearly stated as well 
as the quoted market value. 
(3) Accounts and notes receivable 

These should be segregated so as 
to show separately ordinary trade ac- 
counts, instalment accounts (if sub- 
stantial), amounts owing by officers 
directors, shareholders and employ- 
ees other than those arising in the 
ordinary course of business and sub- 
ject to the ordinary terms of credit, 
amounts due from subsidiaries not 
consolidated, amounts due from other 


affiliates, and other unusual items of 
substantial amount. Since it is to be 
assumed that adequate allowance for 
doubtful accounts has been made if 
no statement is made to the contrary, 
it is not considered necessary to re- 
fer to such an allowance. 


(4) Inventories 

The basis of valuation of inventor- 
ies should be clearly disclosed. The 
simple terms “lower of cost or mar- 
ket” or “cost” are considered to be 
suitable if the method of determining 
cost has resulted in a figure which 
does not differ materially from recent 
cost. Otherwise, as in the case of 
Lifo, the method of determining cost 
should be disclosed. Any change in 
the basis of valuation from that of the 
previous year and the effect of the 
change on the net income for the 
year should also be disclosed. As 
recommended in Bulletin No. 9, it 
is desirable that reserves for future 
decline in inventory values, or any 
similar reserves, be shown in financial 
statements not as deductions from 
inventories but rather as part of the 
shareholders’ equity. 


(5) Total current assets 

The total of the current assets 
should be shown. Generally speaking, 
only assets ordinarily realizable with- 
in one year from the date of the bal- 
ance sheet or within the normal op- 
erating cycle where that is longer 
than a year, should be classified as 
current assets. 


B. INVESTMENTS IN AFFILIATED COM- 
PANIES 

Investments in affiliated companies 
should be set out separately from 
other assets, with the basis of valua- 
tion clearly indicated. Investment in 
subsidiaries should be distinguished 
from investment in other affiliates 
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and in both cases the following in- 
formation indicated: (a) investment 
in shares and other securities, and 
(b) advances. 

The accounting practice followed 
with respect to the profits or losses of 
non-consolidated subsidiaries should 
be indicated. Disclosure should be 
made of the amount of the increase 
or decrease in the parent’s equity in 
its non-consolidated subsidiary com- 
panies since acquisition and also for 
the year under review as a result of 
profits, losses and dividends, to the 
extent that such amount has not been 
taken into the accounts of the parent 
company. 


C. OTHER INVESTMENTS 

Investments which are not readilv 
realizable as a result of market con- 
ditions or business policy should uot 
be included in current assets. The 
basis of valuation and the nature of 
the investments should be clearly in- 
dicated, showing separately such as 
are marketable with a notation as to 
their market value. 


D. Frxep Assets 

The basis of valuation of fixed as- 
sets should be disclosed. The term 
“book value” is not considered to be 
a description of the basis of valua- 
tion. Accumulated allowances for de- 
preciation should be shown separate- 
ly and preferably deducted from the 
fixed assets. If any fixed assets are 
valued on the basis of an appraisal 
the disclosures should include the 
date of appraisal, the name of the ap- 
praiser, the basis of valuation, and, 
in the year of appraisal, the disposi- 
tion of the appraisal adjustment. 


E. PREPAID EXPENSES — DEFERRED 


CHARGES 
Prepaid expenses may be classified 
as current assets. Deferred charges 
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should not be classified as current 
assets. 


F. GoopwiLL 

The amount of goodwill should be 
shown separately and it is desirable 
that the basis of valuation be des- 
cribed. 


G. CurRENT LIABILITIES 

Current liabilities should be segre- 
gated as between the main classes, 
e.g. bank loans, trade creditors and 
accrued liabilities, dividends payable, 
taxes payable. Any large amount of a 
special nature (including balances 
payable to affiliated companies or 
loans from directors, officers or share- 
holders) should be set out separately. 

If any of the liabilities are secured 
they should be stated separately and 
the fact that they are secured should 
be indicated. 

The total of the current liabilities 
should be shown. Generally speaking, 
current liabilities should include all 
liabilities payable within one year 
from the date of the balance sheet. 
Liabilities payable within one year 
but for which special provision has 
been made for payment from other 
than current resources may properly 
be excluded from the current liability 
classification, e.g. a maturing bond 
issue which is to be refinanced. 


H. DEFERMENTS 

Income received but unearned, and 
deferred income tax credits (see Bull- 
etin No. 10) should be shown separ- 
ately. 


I. LONG-TERM DEBT 

For bonds, debentures and other 
like securities, the title of the issue, 
the interest rate, maturity date, 
amount outstanding and the existence 
of sinking fund, redemption, and con- 
version provisions should be indica- 
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tec. Where long-term debt is payable 
in a currency other than that in 
which the balance sheet is issued, 
that fact should be stated. Any of the 
company’s own securities purchased 
and not yet cancelled should be 
shown separately as a deduction from 
the relative liability. The amount 
payable within a year out of current 
funds in respect of long-term debt 
should be included in current liabili- 
ties. As to mortgages and similar ob- 
ligations, the particulars referred to 
in this paragraph should be provided 
to the extent practicable. 


J. SHARE CAPITAL 

Particulars of share capital author- 
ized, the number of shares issued, 
and the amount received which is 
attributable to capital in the case of 
each class of shares, should be dis- 
closed, also the rate of dividends on 


preference shares and the arrears of 
dividends on cumulative preference 
shares should be stated. Where shares 
are redeemable that fact should be 
stated and the current redemption 
price, if different from the par or 
stated value, should be disclosed. 


The financial statements should 
show the number of each class of 
shares issued since the date of the 
last balance sheet and the amount 
received which is attributable to 
capital, distinguishing shares issued 
for cash, shares issued for service and 
shares issued for other consideration. 
There should also be shown particu- 
lars of any reductions or redemptions 
of share capital since the date of the 
last balance sheet. Particulars as to 
any options or rights outstanding for 
purchase or conversion of shares 
should be disclosed. 


K. (1) SupRpius or DEFICIT 
The changes in the surplus or de- 
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ficit accounts during the year should 
be clearly stated. 

Earned surplus should be shown 
separately from contributed surplus 
(see Bulletin No. 11). It is desirable 
that the descriptions of surplus ac- 
counts should indicate their origin. 
Where there is a condition restricting 
or affecting the payment of dividends 
such as those frequently included in 
trust deeds, it may be desirable to 
disclose the fact. 


K. (2) REsERvEs 

Reserves, that is to say appropria- 
tions of surplus (see Bulletin No. 9), 
should be shown as part of the share- 
holders’ equity. Changes during the 
year should be stated. 


Profit and Loss Statement 

The statement of profit and loss 
should present fairly the results of 
operations for the period and should 
distinguish at least the following 
items: : 

(a) the amount or amounts charg- 

ed for depreciation and depletion; 

(b) amount charged for amorti- 

zation of intangible assets; 

(c) interest expense on indebted- 

ness initially incurred for a term 

of more than one year, including 
the amortization of debt discount 
or premium and issue expense; 

(d) income from investments, seg- 

regating the income from affiliated 

companies and non-consolidated 
subsidiaries; 

(e) taxes on income (see Bulletins 

No. 10 and 12); 

(f) the net profit or loss for the 

period. 

There is a growing tendency to- 
wards disclosure of total sales or 
gross income from which the profit 
from operations is derived. It is sug- 
gested that members should encour- 
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age such disclosure in financial state- 
ments. 

Profits or losses on the disposal of 
capital assets, and other items of a 
special nature, should be shown sep- 
arately and properly described. If 
these items are of a recurring or rou- 
tine nature, they should be included 
before net profit or loss for the peri- 
od. If these items are, however, suf- 
ficiently large to distort significantly 
the net profit or loss for the period, 
they should be shown either in the 
statement of earned surplus or in the 
statement of profit and loss after net 
profit or loss for the period, and in 
the latter case the final balance 
should be described in such a way as 
to distinguish it from net profit or 
loss. 

Material adjustments in respect of 
a prior year’s operations call for pres- 
entation after the figure of net profit 
or loss for the current period, if dis- 
tortion of the results of operations for 
the period is to be avoided. Such ad- 
justments are in fact adjustments of 
accumulated surplus, but the choice 
between showing the adjustments in 
the profit and loss statement after net 
profit for the year, or in the statement 
of earned surplus, is relatively unim- 
portant. 


Notes To Financial Statements 

Every note to the financial state- 
ments is an integral part of them, and 
a reference thereto should appear on 
the financial statements. The follow- 
ing matters should be disclosed by 
way of note unless otherwise appar- 
ent in the financial statements: 


(1) Changes in principle or practice 

Particulars of any change in ac- 
counting principle or practice, or in 
the method of applying any principle, 
affecting the comparability of the 
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current statements and the previous 
year’s statements, and the effect of 
such change on the profit or loss for 
the period; 


(2) Contingent liabilities 

Adequate description of any con- 
tingent liabilities including, if prac- 
ticable, the approximate amount in- 


volved; 


(3) Contractual obligations 

Any contractual obligations which 
may require abnormal expenditures 
in relation to the company’s normal 
business requirements or financial po- 
sition or which are likely to involve 
losses not provided for in the ac- 
counts; 


(4) Long-term leases 

Material contractual obligations in 
respect of long-term leases, including, 
in the year in which the transaction 
was effected, the principal details of 
any sale and lease trausaction; 


(5) Foreign exchange 

The basis of conversion of amounts 
from foreign currencies to the cur- 
rency in which the financial state- 
ments are expressed; also any sub- 
stantial amount of net current assets 
in countries with exchange restric- 
tions; 


(6) Bonds of shares of parent, owned 
by subsidiaries 
The amount of any securities of the 
parent company owned by subsidiar- 
ies whose financial statements are 
not consolidated; 


(7) Loans to directors or officers 

Any loans made by the company 
or by a subsidiary during the com- 
pany’ financial period, otherwise 
than in the ordinary course of busin- 
ness, to the directors or officers of the 
company. 
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Consolidated Statements 

The standards of disclosure set out 
above apply equally to consolidated 
statements. A consolidated statement 
should be presented wherever it is 
likely to present the most informative 
view. In some cases, adequate dis- 
closure may not be furnished by the 
submission of consolidated statements 
only, and in such cases separate state- 
ments for the more important consti- 
tuent companies (as well as the con- 
solidated statements) should be sub- 
mitted. 

In some cases a fairer presentation 
may be made if the accounts are not 
consolidated. This may be so, for ex- 
ample, where the operations of a sub- 
sidiary company differ in na'ure from 
those of the other companies in the 
group; where the control acquired by 
the holding company is through a ma- 
jority ownership of equity stock sub- 
ject to large issues of bonds, deben- 
tures or preferred shares; where for- 
eign exchange restrictions affect the 
availability of the subsidiary’s assets; 
where a relatively large issue of 
bonds or debentures of a subsidiary 
company are not guaranteed by the 
parent or another subsidiary com- 
pany; or where distortion would re- 
sult from the inclusion of a subsidiary 
having an extremely strong or weak 
position. 

Where one or more subsidiaries are 
not included in the consolidation, the 
reason for exclusion should be clearly 
stated. Investments in subsidiaries not 
consolidated should be set out in the 
manner indicated in paragraphs 13 
and 14 above. 


The equity of minority shareholders 
in the subsidiaries should be shown 
separately and, if preference shares 
are outstanding, the minority interest 
in these should be segregated. The 
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interest of minority shareholders in 
the profits or losses for the year 
should be set out as a separate item in 
the statement of profit and loss. 

The difference between (a) the 
cost of the shares to the parent com- 
pany, and (b) its equity in the net 
assets of subsidiaries at the dates of 
acquisition of the shares, should be 
shown separately on _ the _bal- 
ance sheet unless such difference has 
been disposed of by a procedure dis- 
closed in the annual statements of 
the years in which the disposition 
was made. 

If the accounts of certain subsidiar- 
ies are consolidated as of a date dif- 
ferent from ihe date on which the 
holding company closes its accounts, 
disclosures should be made of the 
dates as of which their accounts 
have been included unless their as- 
sets, liabilities or earnings are not 
material in relation to the relevant 
totals for the group. 

While it is not intended to deal 
herein with accounting principles of 
consolidation, there are two principles 
in connection with the preparation of 
consolidated statements which are so 
fundamental to a clear presentation 
of the facts that it seems appropriate 
to mention them at this point: 

(1) Proper adjustment should be made for 
inter-company accounts, inter-company 
profits on assets transferred within the 
group (inventories, fixed assets, etc.), 
investments in subsidiaries and capital 
stock and surplus at acquisition, as 
means of preventing duplication of as- 
sets and liabilities and excluding profit 
not realized by the group as a whole. 

The consolidated earned surplus should 
in no case include surpluses of sub- 
sidiaries earned prior to acquisition. 
Likewise in respect of subsidiaries ac- 
quired during the year, the profit and 
loss statement should include only the 
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operations since the effective date of 
acquisition. (It should be noted that 
a “pooling of interests” is not an ac- 
quisition. ) 


General Comments 

(1) It is considered desirable that, 
under ordinary circumstances, annual 
statements should show comparable 
figures for the preceding year. 

(2) The basis of valuation of assets 
should be explicitly disclosed where 
the basis is not self-evident. 

(3) Accounts should be segregated 
on a balance sheet according to the 
accepted distinctions such as current 
assets, fixed assets, current liabilities, 
long-term debt, shareholders’ equity. 
Reference to the desired segregation 
in the profit and loss statement is 
made in paragraph 29, 30, 31 and 32. 
(4) Because financial statements are 
generally issued some time after the 
close of the financial year, consider- 
ation should be given to the disclos- 
ure of any events subsequent to the 


date of the statements which may 
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have a material effect on the financial 
position of the company or on its fut- 
ure prospects. 

(5) While the preface to these bulle- 
tins points out that no bulletin should 
be considered applicable to items of 
little or no consequence, there are 
certain recommendations in the bulle- 
tins which are specifically limited to 
“significant” or “material” items. The 
size of an item is clearly an import- 
ant consideration in determining its 
materiality, but its nature is also of 
significance. One approach is to con- 
sider the percentage which the item 
in question bears to other amounts in 
the statements, but different limits 
may appropriately be applied in dif- 
ferent contexts. For general applica- 
tion in accounting presentations, mat- 
eriality of an item may be judged by 
the reasonable prospect of  signifi- 
cance in the making of decisions by 
those persons for whose use the state- 
ments are prepared. If the item might 
reasonably be expected to affect the 
decisions it should be deemed to be 
material. 
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Practitioners Forum 





MANAGEMENT CONSULTANTS 


There has been some discussion and 
controversy among accountants on 
management consulting services. 

In particular, the profession is con- 
cerned about the role public accoun- 
ting firms should play and the form 
of organization best suited to do this 
work. 

This topic, discussed in several ac- 
counting publications recently, has 
been on the program of recent Can- 
adian and Ontario Institute conven- 
tions. The following scene is based on 
material prepared by participants at 
these conferences and on the com- 
ments of Practitioner's Forum corres- 
pondents. 


2 2 * 


An imaginary conversation among 
a group of chartered accountants is 
going on over coffee and cigars at 
their “Club”. We can identify them 
as Mr. Jim Industry, comptroller of a 
large industrial concern which en- 
gages management consultants; Mr. 
Jack Auditor, a senior partner in a 
national firm; Mr. John Consultant, a 
director of a firm of management con- 
sultants; and Mr. Joe Accountant, a 
partner in a small practising firm. 

Mr. Auprror: You know, Joe, I think 
the public accounting firms are mis- 
sing the boat these days by not get- 
ting further into management con- 
sulting work. After all, management 
consulting is a matter of common 
sense and as we are reasonably intel- 
ligent people with considerable prac- 


254 





tical experience in business, we are 
able to do this work. 

Mr. Accountant: Yes, Jack, this is 
a move that my firm has considered 
but has not taken any concrete steps 
to implement. Management consult- 
ing is a rather vague area to me. Var- 
ious groups of people call themselves 
“consultants” as anyone can see from 
the literature of the business world. 
There are consultants in engineering, 
law, marketing, personnel, taxes and 
accounting. They could all be called 
“Management” or “Business” consul- 
tants. Which are we to be? All of 
these, or should we just cover finan- 
cial aspects? 

Mr. Consuttant: Well, Joe, in our 
organization we feel, that the manage- 
ment consultant must be prepared to 
give advice on a variety of manage- 
ment problems from the manage- 
ment’s point of view, and that a back- 
ground of management experience is 
essential. To do this, one must be fam- 
iliar with the principles of manage- 
ment and management’s problems. An 
accountant may be able to instal a 
cost system and an engineer may be 
able to do a time and motion study, 
but these things alone do not qualify 
them as management consultants. 

Mr. Accountant: I must admit 
that we may have been remiss some- 
times in not providing all the special- 
ized services our clients need. We 
have been reluctant to refer our 
clients to our larger competitors lest 
the clients gained the impression that 
we were no longer able to handle 
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their work adequately. I wonder if 
perhaps the regular referral of work, 
according to some planned arrange- 
ment, would not be in the best inter- 
ests of all concerned. 

Mr. Inpustry: Well, I must say that 
I feel there are some grounds for 
what John has to say. While we get 
considerable help from our auditors, 
we expect a great deal more of a spec- 
ialized uature from a management 
consulting firm. Special training along 
lines different from the independent 
auditor’s approach is required. Pro- 
fessional men who are pre-occupied 
with their current day-to-day prob- 
lems cannot be expected to find the 
time to qualify themselves in a dif- 
ferent line. I would expect that an ac- 
countant, to become a management 
consultant, would have to drop every- 
thing else and take time to qualify 
himself properly by reading, »ttend- 
ing courses and working under quali- 
fied supervision. Management consul- 
ting is a profession which also re- 
quires dedication, devotion, and ab- 
sence of distractions, for an optimum 
performance. 

Mr. Aupitor: We must not forget 
that the chief advisers of management 
for many years have been the accoun- 
tant and the lawyer. Although he does 
not use the title “Management Con- 
sultant”, the auditor has always been 
available at the call of his clients to 
help solve many types of problems. 
Particularly so in a smaller firm where 
the clients are small businesses. Many 
of today’s accountants are qualified 
and competent to give assistance on 
financial analysis, budgeting, cost ac- 
counting, office methods, valuation of 
businesses and use of office machines. 
Because of an auditor's familiarity 
with his clients’ needs, he is able to 
do a more effective and efficient job 
than an outsider. Because he must live 
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with his clients afterwards as auditor, 
he must do a responsible job. Because 
he will be readily available to follow- 
up on the recommendations made, the 
final achievements will be greater. 


Mr. INpustry: I appreciate the im- 
portance of the points you mention, 
but I must confess that sometimes we 
have been glad the consulting group 
was separate from the auditing firm. 
If your auditor does consulting work 
it may create an embarrassing situa- 
tion when you wish to engage some- 
one else. 


Mr. Accountant: Another problem 
that bothers me is how we are to pro- 
tect our reputation when expressing 
an opinion on work performed by a 
specialist in our employ, when the 
technical nature of the work is such 
that we are not really sufficiently fam- 
iliar with it to provide the close super- 
vision we would like. 


Mr. Consuttant: That is one of the 
basic reasons I feel a separate organ- 
ization, which can include other 
people besides accountants, is essen- 
tial. The complete field covered by 
management consulting is much 
broader than is generally undertsood 
by the accounting profession or busi- 
nessmen. While accountants should 
make every effort to participate in 
this field to the extent their qualifica- 
tions permit, they will find it neces- 
sary to provide for participation by 
others in areas where accounting 
qualifications are not sufficient. For 
satisfactory results, personnel specially 
trained in the various activities are 
essential. Because of the require- 
ments of our Institute it is not possible 
to have non-C.A.’s as partners of an 
accounting firm. However, these other 
specialists are entitled to the same op- 
portunities for advancement in and 
ownership of the consulting practice 
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as the accountants. Therefore, the 
limited company form of organiza- 
tion is desirable as they can own 
shares and be directors. 


Mr. Accountant: The form of or- 
ganization is certainly a subject on 
which we would like some guidance. 
As far as I can tell both forms work 
successfully. Many of the larger ac- 
counting firms in the U.S.A. have sub- 
stantial management consulting de- 
partments. Perhaps there has not been 
enough experience in this field to 
know whether one form is better than 
the other. 

Mr. Auprror: Well, I think that a 
lot of the mystery of management 
consulting is overstated. Of course, a 
chartered accountant must qualify 
himself, the same as anyone else, by 
practical study after completing his 
formal education, No person can step 
out ready made into the field of man- 
agement consulting direct from a uni- 
versity. We must all qualify ourselves 
by practical experience and study. 
What do you think of this, Jim? 


Mr. Inpustry: When engaging 
management consultants we are main- 
ly concerned with hiring a responsible 
firm in whom we have confidence. In 
this respect our auditor is a known 
quantity and has a decided advantage 
over some of the firms in the field, 
particularly those who are not well 
known in the city. 

Mr.. AccounTANT: As _ a practical 
matter the type of organization does 
not concern the small firm too much. 
We feel little need for setting up a 
separate company. We are concerned, 
though, with the profession generally. 
We would not like to see the accoun- 
ting profession leave this work to or- 
ganizations formed outside the pro- 
fession. We don’t want to confine our- 
selves to being accountants and book- 
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keepers. We want to assist the man- 
agement team and be of constructive 
help to our clients. If the national 
firms leave this field to separate man- 
agement consulting companies, their 
example may prejudice our position 
with our clients. 


Mr. Avunrtor: I certainly agree with 
Joe. While there is plenty of room for 
consultants in specialized fields, who 
can work with the accountant and 
other specialists as the occasion re- 
quires, the diversion of the portion of 
the consulting work which is within 
the scope of the accountant’s skills is 
not in the best interests of the profes- 
sion. Many of these management con- 
sulting firms in the States have tried 
to latch on to the more remunerative 
type of work and exclude the ac- 
countants from that field. I feel that 
we have just as much right to the de- 
signation “Management Consultants” 
as have the other groups. 


Mr. Consuitant: Well, Joe, if you 
are planning on getting into this field 
more extensively I suggest you read 
the article “Organization of an Office 
for Management Services” by Louis 
A. Ryan, C.P.A., which appeared in 
The Journal of Accountancy for Feb- 
ruary, 1957. Mr. Ryan discusses the 
general problem and deals specifically 
with the problem of fees, analysis of 
present clients, physical organization, 
staff training programs, report-writing 
and the factor of human relationships. 
There is also material on this in the 
C.P.A. Handbook. It is Chapter 25, 
“The C.P.A. as a Business Consultant” 
by Marquis G. Eaton. 


Mr. Inpustry: As far as business is 
concerned we will continue to seek 
the organization which we feel can 
best provide the services we want, 
without regard to the form of organi- 
zation that is offering them. Perhaps a 
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study of the developments in the 
U.S.A. would be of value to the 
profession in Canada. This subject is 
under active consideration there and 
most of the large accounting firms 
have established separate departments 
devoted to this kind of work. Some of 
the smaller firms are also making 
plans to become active in this field. 
A more commonly used term in the 
States is “Management Services”, 
which can be considered part of the 
work of the accounting profession, as 
distinct from “Management Consult- 
ing” which suggests a separate acti- 
vity and organization. Although the 
work ranges from actually managing a 
business for a client to simply offering 
advice, there is public recognition of 
management consultants as an essen- 
tial part of the business community. 
Mr. Consu.tTant: We in our organ- 
ization feel that the field is wider than 
the services provided by -accountants 
or by accountants and engineers to- 
gether. We feel that it is in essence a 
joining together of a number of 
people with special knowledge and 
skills in all phases and all types of 
business, including governments and 
institutions, in order to provide a com- 
prehensive advisory service to such 
organizations on their various activit- 
ies. 
Mr. Inpustry: The fields that are 
not now well serviced by existing es- 
tablished groups offer the best pros- 
pects for management consulting 
firms. Fields that are well covered 
now include financial matters by ac- 
countants, legal matters by lawyers, 
advertising by advertising agencies, 
insurance by insurance agents and 
actuaries. Of course, even here man- 
agement may wish independent ad- 
vice, for example, on the merits of 
different pension plans proposed by 
insurance companies. Marketing is 
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another field which has developed. 
It is broader than advertising and in- 
cludes surveys of customers and mar- 
kets. 

Mr. Aunrror: I understand from my 
American friends that there are no 
recognized ethics in management con- 
sulting. The individuals do not neces- 
sarily belong to any professional or- 
ganization and, if they do, they may 
consider their operation as manage- 
ment consultants outside the author- 
ity of the professional body. 


Mr. Consu.TAnt: Well, there is one 
group, the Association of Consulting 
Management Engineers, which has a 
strict code of ethics. This does not 
prohibit direct solicitation or advertis- 
ing. Of course, this body has only jur- 
isdiction over those who are members 
of it. The reason why the A.C.M.E. 
does not prohibit solicitation is prob- 
ably because most of the assignments 
undertaken are of a one-engagement 
nature rather than of the continuing 
nature of most audit appointments. 


Mr. Inpustry: Well, I can see that 
those of you who are practising a pro- 
fession have a problem. Perhaps in 
practice you will have no control over 
the clients. They will be free, as they 
should be, to choose from the firms 
offering their services to those who 
will best provide the help they need. 
It is certainly reassuring to know that 
when we are dealing with chartered 
accountants, we can rely on their pro- 
fessional status whether we are engag- 
ing them as auditors or as manage- 
ment consultants. If we engage people 
who are not members of a profession 
we do so knowing the additional risks 
that may be entailed. 

Mr. ConsuttanT: I cannot refrain 
from saying that a complete service 
does require the assistance of persons 
qualified in marketing, engineering, 
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personnel work, etcetera and that we 
will not further the progress of our in- 
dividual organizations by reserving 
key positions for accountants and 
relegating members of other profes- 
sions to a secondary status within our 
firms. Regulations of the Institute are 
not going to make much difference to 
industry when making its choice and 
are not going to carry any weight 
with management consultants who are 
not members of our own profession. 
Accordingly, if chartered accountants 
are to provide additional services for 
their clients, services which have to 
be given in association with other 
technically qualified personnel, they 
must have some other vehicle, besides 
their professional partnership, through 
which to operate. This vehicle can 
be a partnership or a limited com- 
pany. In any case, the individ- 
ual C.A. will be but one of a team of 
experts who in the majority will not 
be C.A.’s. 

As for ethics, the development of a 
professional organization must evolve 
from those engaged in the practice 
of that profession, rather than from 
some outside group. If industry is 
selective in its choice of management 
consultants, and only properly quali- 
fied and responsible individuals pros- 
per, this group will in turn evolve its 
own standards and rules of ethics. 
In the long run this will serve the 
interests of the accounting profession 
which will have another responsible 


body to deal with. 


Mr. Avuprror: I agree that the In- 
stitute should concern itself with its 
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members and not take the initiative in 
setting up another group of manage- 
ment consultants. However, it should 
encourage practising firms to do their 
consulting through the vehicle of their 
existing accounting partnerships and 
not encourage the siphoning off of this 
work into another body. As chartered 
accountants are already in the field, 
it is really just a matter of expanding 
their activities and making available 
to their clients a broader range of ser- 
vices. Some of these can be provided 
through their own personnel. Others 
can be provided by arrangements 
with specialists and other consultants 
to assist and act as part of a team 
with them. 

Mr. AccounTAnt: Perhaps the In- 
stitute could assist the smaller 
firms by giving publicity to the ser- 
vices available from the profession, 
and by clarifying their role and their 
professional obligations when per- 


forming as management consultants. 
ae eS 


The above discussion, over coffee 
and cigars, will indicate that the mem- 
bers of the profession are seriously 
considering the problem and are try- 
ing to arrive at the ideal solution. As 
can be noted, there was agreement 
that the chartered accountant should 
be playing a role in this field in order 
to provide the maximum service to 
his clients, but he does not wish to 
offer a service which he cannot satis- 
factorily control and direct. 

The problem is how to accomplish 
these objectives within the framework 
of the profession and its code of ethics. 
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Tax Review 





INCOME GAINS 


In the Tax Review last month, a 
number of cases were summarized to 
illustrate the underlying principles 
followed by the courts in Canada in 
determining when the respective tax- 
payers had received capital gains and 
so were free of any income tax liabil- 
ity in respect thereof. 

In order to present the other side of 
the picture, it is now proposed to ex- 
amine other marginal cases where, 
upon the facts, the Exchequer Court 
of Canada and/or the Income Tax 
Appeal Board held that the taxpayers 
were in receipt of ordinary income 
and liable for tax in the usual man- 
ner. As previously mentioned, the 
general principles were discussed in 
the Tax Review for January 1957, and 
the application of one or more such 
principles should become readily ap- 
parent as consideration is given to 
the following situations: 


Sale of Securities 
(McMahon & Burns Ltd., Ex. Ct. 
Aug. 21, 1956) 

The taxpayers, an investment deal- 
er and stockbroker firm, joined a 
group of dealers in 1949 for the pur- 
pose of marketing a substantial issue 
of convertible debentures of Inter- 
provincial Pipe Line Company. The 
firm, holding the view that an invest- 
ment in such debentures on its own 
account would be a sound policy, pur- 
chased $91,500 principal amount, 
apart and beyond its initial and cus- 
tomary dealings as a broker. 


BY A. WILLARD HAMILTON, C.A. 





In July 1950, the company, ap- 
prehensive of international complica- 
tions in the Far East, sold $40,500 
principal amount of the debentures 
at a profit of $46,038. In December, 
a further sale of $5,000 principal 
amount yielded a profit of $8,737. The 
aggregate profit was assessed on the 
grounds that it “constituted a part of 
the appellant’s ordinary business op- 
erations, or in the alternative consti- 
tuted a concern in the nature of 
trade”. It was pointed out that “the 
said transactions were not sufficiently 
dissimilar to the ordinary dealings of 
the appellant in its business to war- 
rant treatment different from its other 
trade transactions.” 


The taxpayer, of course, maintained 
that the profit was merely the en- 
hancement in value of a capital asset 
and was not subject to tax, and that 
purchase of the debentures was not 
intended as a profit-making scheme 
but was solely an investment of its 
idle funds. 


Referring to the memorandum of 
agreement of the company, the court 
in finding against the taxpayer, ob- 
served, “It can hardly be denied that 
the acquisition and disposal of se- 
curities as ‘principal and absolute 
owner’ constitutes one of the main 
and basic corporate powers confer- 
red upon appellant.” 


The court noted that the purchases 
for investment account began on the 
same day as the purchase of deben- 
tures for resale to clients and com- 
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mented: “Buying for Jack or buying 
for Jill seems pretty well alike, and it 
would require a subtler mind to 
single out any real objective distinc- 
tion in this case, so as to bestow upon 
each of these twin operations a differ- 
ent ‘family name’. The disposal by 
appellant of its individual holdings 
after a lapse of nine and fourteen 
months is quite consistent with the 
able pursuit of a purely commercial 
and speculative venture.” 

The profit was held to be an ordin- 
ary income gain. 


Sale of Shares 
(No. 371, ITAB, Nov. 20, 1956) 
The taxpayer, a married woman, 
purchased and sold shares in a cer- 
tain mining corporation in 1951 and 
1952 and claimed that the profits 
therefrom constituted a capital gain. 
These transactions were carried out 
on the advice of her husband who 
had a very close and friendly associ- 
ation with members of a firm of bro- 
kers. A group composed of the tax- 
payer, some members of the broker- 
age firm and the wives of some of 
them was formed and the firm ap- 
pointed agent to take down shares 
under an option arrangement and to 
sell such shares at their discretion. 
From the records, it was apparent 
that, in some instances, shares were 
sold before they were actually acquir- 
ed under the option, that is to say, the 
group was in a “short” position. 
Counsel for the taxpayer submitted 
that she was not a business woman 
and that, in buying the shares of the 
mining company, she did not enter 
into a scheme for profit-making, but 
made an investment of funds which 
she had available, and that her inten- 
tion and purpose was that of an inves- 
tor and not that of a trader. 
The court held the opposite view 
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and found that she had been trading 
in mining shares and had been correct- 
ly assessed for the taxation years 1951 
and 1952. 


Oil Leases 
(Russell Kidd, ITAB, May 24, 1957) 


In 1950 Kidd, who was then a gar- 
age proprietor, having acquired two 
petroleum and natural gas leases, de- 
cided with two friends and nine other 
persons to form a syndicate to be 
known as “Drumheller Leaseholds”. 
Each member subscribed $100 to the 
funds of the new syndicate and each 
acquired an undivided one-twelfth 
interest in the leases put up by Kidd 
and his two friends. Later, a second 
syndicate was formed including three 
other individuals, and, in April 1952, 
the two syndicates were amalgamat- 
ed, Kidd receiving as his share 188 
units of a total of 1,600 units. Period- 
ic meetings of the syndicate mem- 
bers were held and a survey arranged 
of the area described in the leases. At 
the hearing, evidence was given that 
there was no thought of selling the 
leases and that the avowed policy of 
the syndicate was the retention and 
development of them. 


Between November 1950 and March 
1952, Kidd was active in endeavour- 
ing to find some company or individu- 
al who would be willing to drill a 
well on one or other of the proper- 
ties held by the syndicate. Eventually 
one Louis Diamond, a well-known 
oil operator in Calgary, became in- 
terested in the leases and, after var- 
ious negotiations, it was agreed that 
the drilling of a test well would be 
done solely at Diamond’s expense and 
the financial loss borne by him if no 
oil were found. If oil were discovered 
in commercial quantities, Diamond 
would pay to the syndicate $200,000 
plus a twelve and one-half per cent 
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royalty on the market value of the 
oil produced. For all subsequent pro- 
ductive wells, Diamond was to pay 
$25,000 each to the syndicate. The 
drilling was successful and Kidd was 
duly assessed in 1952 on his share of 
$200,000 paid by Diamond, less the 
provincial increment tax of $20,000 
which was deducted. Further pay- 
ments were received in 1953. 

The members of the syndicate 
claimed that they did not object to 
being taxed on the royalties received, 
but did object to being taxed on the 
lump sum paid by Diamond upon 
the discovery of oil. 

The court held that the taxpayer, 
even if he did not realize the fact, 
was engaged in a joint venture in the 
nature of trade, and that he was at all 
relevant times dealing either in leases 
or in interests therein for profit or 
gain sought and was thus carrying on 
a business within the meaning of 
section 127(1)(e) of the Income Tax 
Act. 


Sale of Options on Land 
(Ben Rosenblat, Ex. Ct., Nov. 21, 
1955) 

The taxpayer, who was in the busi- 
ness of coal and builders supplies and 
had not previously been engaged in 
the business of real estate, acquired, 
in August 1945, an option to purchase 
a tract of land sufficient in size for 
subdivision into 300 building lots. He 
entered into certain agreements for 
the erection of a number of houses, 
but found that he could not finance 
the project and, accordingly, sold his 
option to a company incorporated by 
his brother and other interested part- 
ies. As a result he received in 1948 
and 1949 payments of some $36,000 
which he claimed gave rise to a cap- 
ital profit. 
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In June 1949, he entered into a 
second similar-type transaction and in 
June 1950 into two further transac- 
tions. Rosenblat argued that the first 
transaction was not of a taxable nat- 
ure and that evidence of any subse- 
quent transactions should not be ad- 
mitted. However, the court found no 
hesitancy in admitting the evidence 
respecting subsequent transactions “in 
order to establish that the particular 
transaction under consideration mark- 
ed the commencement of a series of 
similar transactions or of a course 
of conduct in the nature of a trade or 
business”. Following the reasoning 
given in various cases (later referred 
to) concerning isolated transactions, 
it was found that when he assigned to 
the company his interest in the lands 
under the first transaction, he entered 
into the type of business of dealing 
in options to purchase and agree- 
ments to purchase land. 


Sale of Residential Real Estate 
(No. 430, ITAB, June 26, 1957) 

The taxpayer, a successful manu- 
facturer and executive residing in 
Western Ontario, was assessed on 
profits realized in 1950 and 1953 on 
the sale of certain lots in the north- 
ern part of the city. 

While overseas during 1949, the 
taxpayer learned that a certain resi- 
dential property in which he and his 
wife were interested could be pur- 
chased at a price of $32,009, and he 
wired his son to accept the proposi- 
tion and to make a deposit. This tract 
of land measured about six acres, but 
could only be purchased en bloc. A 
very expensive house was erected and 
the taxpayer lost no time in seeking 
to dispose of the surplus land, which 
had been previously subdivided. In 
order to protect the appearance and 
value of his own home, building res- 
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trictions were imposed on the pur- 
chasers of the lots. 


The taxpayer's case for holding that 
the transaction was of a capital nature 
was well summarized by his counsel, 
as follows: “(a) Appellant only pur- 
chased more property than was need- 
ed because he could not buy less. 


(b) Appellant had at no time been 
in the real estate business. 

(c) The excess land was subdivid- 
ed solely to give appellant adequate 
means of protecting the property re- 
tained by him. 

(d) Appellant had never intended 
buying the excess land for the pur- 
pose of making a profit therefrom.” 


Reference was made by Mr. Ford- 
ham to the dictum in the Taylor case, 
decided by the learned President of 
the Exchequer Court: 

In my opinion, it may now be taken as 
established that the fact that a person 
has entered into only one transaction of 
the kind under consideration has no bear- 
ing on the question whether it was an 
adventure in the nature of trade. It is 
the nature of the transaction, not its 
singleness or isolation, that is to be de- 
termined. 


Mr. Fordham, in indicating that the 
Income Tax Appeal Board must be 
bound by decisions of the Exchequer 
Court, had this following interesting 
observation to make: 

As has been observed many times, in- 

come tax law is primarily the creature of 

statute as passed by Parliament. One 
may well doubt if that body ever contem- 

plated the word “income” embracing a 

gain made by the appellant in the cir- 

cumstances narrated above. Over the 
years, however, judge-made law has 
developed to such an extent that “in- 
come” has come to include receipts that 
seem remote from anything discoverable 
in the Income Tax Act. When a realis- 
tic appraisal of just what the appellant 
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did with his property and the reason 
therefor is made, it is not without con- 
cern that I find judicial precedent of the 
past several years such that it obliges 
me to treat the appellant’s dealings with 
his real estate as nothing less than a 
business, while they lasted. 


He concluded his judgment by stat- 
ing that against his own inclinations 
but on the strength of precedent, he 
must hold that the appeal be dis- 
missed. 


Sale of Lots 


(Ronald G. McIntosh, Ex. Ct., Jan. 
10, 1956) 

In 1948, the taxpayer, following the 
sale of his grocery and meat business, 
was persuaded by a relative to pur- 
chase vacant property adjoining the 
City of Sarnia for the purpose of 
erecting houses on it for sale. MclIn- 
tosh obligated himself for a one-third 
interest and, when differences arose 
between him and his associate, insist- 
ed on completing the purchase of 55 
of the 165 lots in the property. 


In 1952, having no experience in 
building which had been the original 
intention, McIntosh decided to sell the 
vacant lots. Twenty lots were sold to 
one purchaser on which a profit of 
$12,087 was realized. It may be noted 
that the transaction was an isolated 
one, not in any way related to his us- 
ual or ordinary business, but it also 
should be noted that McIntosh, hav- 
ing acquired the said property, had 
no intention to retain it as an invest- 
ment, but to dispose of the lots, if 
and when suitable prices could be ob- 
tained. 

It was strongly argued by counsel 
for the taxpayer that the original ar- 
rangement having fallen through, an 
entirely new situation arose affecting 
or displacing the original intention. 
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TAX REVIEW 


The court concluded, however, that 
the original idea, namely, to make 
a gain or profit, had continued and 
that the profit was subject to tax. 


Profit on Foreign Exchange 
(Aluminium Union Limited, ITAB, 
Feb. 18, 1957) 


The company’s business had been 
the sale of aluminium and related pro- 
ducts in foreign markets, and in 1934 
it commenced trading operations in 
Japan. Such operations were financed 
through loans and advances, in Jap- 
anese currency, through a branch in 
Japan of a New York bank. The rel- 
ative funds were used to pay the or- 
dinary day-to-day expenses of the 
branch’s operations, such as salaries, 
rentals, payments of duties on goods, 
etc. Loans and advances continued to 
vary on a monthly basis until the out- 
break of hostilities in 1941. At the 
outbreak of hostilities the company 
owed the bank approximately 697,000 
yen, which was carried at the Cana- 
dian dollar equivalent of $174,805. Be- 
cause of various restrictions, it was 
not possible for the company to dis- 
charge its obligation until 1952, at 
which time only $1,878 Canadian 
funds was required. The difference of 
$172,927 was considered by the ap- 
pellant as a capital gain. 

The court stated that the foreign 
currency was used in the day-to-day 
operations of the company in carrying 
on business in Japan, and, in the view 
of the court, the long delay in settling 
the account and thereby determining 
the profit realized did not affect the 
matter in any way whatsoever. The 
profit was held to be taxable. 


While the time lag was a somewhat 
unusual circumstance, the court drew 
a parallel with Tip Top Tailors Limit- 
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ed, Ex. Ct., April 23, 1955, where an 
exchange profit was made on trading 
accounts. A similar decision was is- 
sued in Dominion Steel and Coal 
Corporation Limited, ITAB, Febru- 
ary 15, 1957. 


Sale of Machinery 
(Gordon Chutter, Ex. Ct., Dec. 9, 
1955) 

The taxpayer, managing director of 
Wright’s Canadian Wire-Rope Lim- 
ited, purchased in March 1951, in Se- 
attle, Washington, four used diesel 
engines which he sold some three 
weeks later in Vancouver, at a profit 
of approximately $28,000. 

Chutter admitted that the engines 
were purchased for resale but claimed 
that the profit was in the nature of a 
capital gain, because he had never 
been in the business of buying and 
selling machinery, and considerable 
emphasis was placed on the fact that 
the machinery transaction was an iso- 
lated one. 

After reviewing a number of rele- 
vant cases, to show that the mere fact 
a transaction is an isolated one does 
not exclude it from the category of 
business or trading transactions, the 
court found that the purchase of the 
four engines and the resale at a pro- 
fit constituted an adventure in the na- 
ture of trade made through an opera- 
tion of business in the course of carry- 
ing out a scheme for profit-making. 

A similar decision was rendered by 
the Exchequer Court in the case of 
E. D. Honeyman, May 27, 1955, who, 
with other shareholders, made a pro- 
fit on the bulk purchase from War 
Assets Corporation, and subsequent 
sale to the company, of sulphuric acid 
which the company had been unable 
to acquire because of financial limi- 
tations. 





Current Reading 


MAGAZINE ARTICLES 


“OFFICE UNIONIZATION — A PANEL DIS- 
cussion” Cost and Management, 
June 1957, pp. 223-236 

What is the procedure for certify- 
ing office unions? What demands do 
white collar unions make and how do 
you deal with such a union after you 
have one? Why do we have unions? 
Why do people join unions? What is 
the current status of salaried person- 
nel generally? Is there anything man- 
agement can do to minimize the risk 
of office unionization? These and 
other questions of importance to em- 
ployers today are answered in this 
panel discussion by three experts in 
the field of personnel and union-man- 
agement relations. 


“APPLICATION OF E.D.P. IN THE OF- 
FICE” by E. C. R. Williams and D. J. 
Bailey. The Internal Auditor, June 
1957, pp. 17-27 

Electronic data-processing equip- 
ment has no conscience, collusion 
comes naturally to it, and it can per- 
petrate immense frauds and cover 
them up — if instructed to do so. 
How the auditor should protect 
against these risks, and the effect of 
E.D.P. on commercial routines and in- 
ternal control, are matters considered 
comprehensively in this paper. 


“CONTROL BY INTEGRATED Data Pro- 
cessince” by W. T. Hamilton. The 
Internal Auditor, June 1957, pp. 39-46. 

The author, national president of 
The Institute of Internal Auditors in 
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1953-4, discusses economies and con- 
trols that can be realized through pro- 
cessing data by means of electronic 
equipment. Some features of E.D.P. 
equipment and considerations in the 
acquisition of a system are also re- 
viewed, together with a consideration 
of the effect of E.D.P. on the internal 
auditor. 


“Bankruptcy iN Canapa” by V. A. 
Cooney, LL.B. Cost and Manage- 
ment, May 1957, pp. 186-196. 

A concise, yet comprehensive out- 
line of the history, purposes and ad- 
ministrative machinery of the Bank- 
ruptcy Act as it affects the account- 
ant. 


“CONVERTIBLE SECURITIES: AN INVEST- 
MENT AppraAIsAL” by D. A. Hayes. 
Michigan Business Review, July 1957, 
pp. 11-15. 

Convertible bonds or preferred 
stocks, says the author, may give the 
investor some defence against reduced 
prices and dividends on the common 
stocks while at the same time en- 
abling him to participate in most of 
the growth in the value of the com- 
mon stock in the market. The au- 
thor demonstrates how pertinent 
techniques may be applied to measur- 
ing the degree to which each of these 
attributes are obtainable. 


“THe NEeEcEssiry OF ELECTRONIC 
THinxinc’ by B. E. Wynne. NACA 
Bulletin, May 1957, pp. 1141-1149 
Current ceilings on effective data 
processing and communications in 
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business will not be broken through, 
in the author’s opinion, without the 
application of penetrating thought to 
the theory behind equipment now 
becoming available and to the com- 
pany problems which its application 
is intended to resolve. A portion of 
this paper deals with the origin and 
stimulating potentials of the common 
language which computers employ. 


“SUPERVISION IN THE ACCOUNTING DE- 
PARTMENT by E. E. Roll. NACA 
Bulletin, June 1957, pp. 1258-1264 


Some widely accepted management 
techniques are described as they re- 
late to the development of accounting 
supervisors. The viewpoint taken is 
that of the controller who is con- 
cerned with building and developing 
a management team in his own area 
of responsibility. The recommenda- 
tions given are intended to help him 
become an effective business manager 
displaying leadership qualities of the 
highest calibre. 


“THE FUNCTION OF THE BALANCE 
SHEET” by R. J. Chambers. The 
Chartered Accountant in Australia, 
April 20, 1957, pp. 565-570 

A prominent Australian accounting 
teacher takes issue with those who 
assert that the income statement is the 
most important summary yielded by 
the accounting process, and relegate 
the balance sheet to a position of less 
significance. Numerous examples are 
presented to support the author’s 
view that, in the minds of business- 
men, the balance sheet is something 
more than a mere connecting link be- 
tween successive income statements. 


“THE Economics OF ACCOUNTING 
Practice” by Marquis G. Eaton. The 
Journal of Accountancy. June 1957, 
pp. 31-35. 

When originally delivered as a 
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speech, this article by the current 
president of the American Institute of 
Certified Public Accountants stimu- 
lated the formation of a new depart- 
ment in the Institute to prepare in- 
formation about the economic facts 
of public accounting and practical 
problems of administering an account- 
ing practice. The need for the new 
department and what may be expect- 
ed of it when it is in full operation 
next fall are explained. 


“INCOME ACCOUNTING AND SOCIAL 
REvoLuTion” by G. O. May. The 
Journal of Accountancy, June 1957, 
pp. 36-41 

This article is the introductory 
chapter of a forthcoming book by Mr. 
May, “Income Determination and So- 
cial Revolution”. The author ex- 
amines the political and technolo- 
gical changes in the past 25 years and 
their impact on accounting principles. 


“SPECIAL ASSESSMENT FINANCING IN 
Canapa” by Robert M. Clark. Muni- 
cipal Finance, May 1957, pp. 161-169 

A résumé of legislation, practices, 
and import of special assessment fi- 
nancing by municipalities in Canada 
together with an evaluation of present 
practices. 


“Can Avprrors Use STATISTICAL 
SAMPLING MeETHops?” by Major Gen- 
eral W. P. Farnsworth and L. N. 
Teitelbaum. The Federal Account- 
ant, June 1957, pp. 17-28. 

The advantages of several sampling 
methods as well as the indications of 
their potential usefulness, particular- 
ly in government auditing, are dis- 
cussed. The factual data is based on 
a series of tests of selected audit 
areas conducted by the Auditor-Gen- 
eral, U.S. Air Force. General Farns- 
worth is auditor-general, U.S. Air 
Force, and Mr. Teitelbaum is chief of 
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the Plans and Program Division, Au- 
ditor-General, U.S. Air Force. 


BOOKS RECEIVED 

“Budgeting: Profit Planning and Control” 
by Glen A. Welsch; Prentice-Hall Inc., New 
York, 1957; pp. 487; $10.60. [To be re- 
viewed] 
“Standard Costs: How They Serve Modern 
Management” by Clinton W. Bennett; 
Prentice-Hall, Inc., New York, 1957; pp. 
515; $10.65. [To be reviewed] 


Eprror’s Note: The following is a 
continuation of the comments which 
appeared in last month's issue on the 
return on investment concept. In 
view of the many articles appearing 
on the subject Professor Briant feels 
that this explanation of the basic con- 
cept should be of interest to readers. 


The return on investment formula 
is a convenient tool for the financial 
accountant to use when analyzing a 
firm’s capital structure. Distinguishing 
between fixed and variable costs, 
with interest charges shown separate- 
ly, results in the expression shown 
below. Formulated in this way, the 
identity directs attention to the opera- 
ting leverage inherent in the fixed 
costs and the financial leverage in- 
herent in the interest charges. 

To illustrate its application, assume 
that two companies in entirely dif- 
ferent industries have assets, in each 


Return on 


Investment Envestanent 






THE RETURN ON INVESTMENT CONCEPT (concluded) 





1 Net income before interest and taxes should be compared with total investment; net 
income after deducting interest and taxes with owners’ investment. 
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“Cost Accounting and Control” by Cecil 
Gillespie; Prentice-Hall, Inc., New York, 
1957; pp. 824; $10.60. [To be reviewed] 
“The Interpretation of Accounts” by F. 
Sewell Bray; published for the Society of 
Incorporated Accountants by the Oxford 
University Press, Toronto, 1957; pp. 215; 
$4.50. [To be reviewed] 

“World Tax Series: Taxation in the United 
Kingdom”; published for the Harvard Law 
School, International Program in Taxation, 
by Little, Brown and Company (Canada) 
Limited, Toronto, 1957; pp. 534; $15.00. 


case, totalling $5, on which the res- 
pective managements wish to earn 
an 8% return (40c). Company A, 
which has an investment turnover 
ratio of 1/5, has $1 in current assets 
and $4 in fixed assets. Company B, 
with a turnover ratio of 5/1, has $3 
in current assets and $2 in fixed as- 
sets. The fixed assets of both have 
an expected useful life of ten years, 
and are depreciated on the straight 
line basis. Assume, perhaps unrealis- 
tically, that the depreciation charges, 
of 40c and 20c respectively, are the 
only fixed cost. Further assume that 
both companies have debts outstand- 
ing amounting to $2, bearing interest 
at the rate of 5% per annum. Income 
taxes are ignored in the interest of 
simplicity. 

Reduced to a common basis, the ap- 
propriate return-on-investment iden- 
tities will appear as follows: 


Sales —(Fixed costs + Variable costs) 
— interest charges — taxes! 
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$1 $1 — (40c + 20c) — 10c? 
A= — X -----—-—---------—— 
$5 $1 
$1 40c — 10c 
= — xX —----— 
$5 $1 
$25  $25-(20c + $24.40)—10c 
B= me SR Seascale tack eeenn ean an anne 
$5 $25 
$25  40c — 10c 
= — xX ————— 
$5 $25 


(Note that Company B has to generate 
$25 of sales for every $1 of Company A 
if it wants to earn the same rate of return 
on invested capital). 

Earnings rates in both companies 
are the same: 


On total investment ....... 40c 
—— = 8% 
$5 
To bondholders ........... 10c = 5% 
On owners’ equity ........ 30c 
—— = 10% 
$3 


Thus, under the given conditions, 
both companies are equally profitable 
and both benefit from financial lever- 
age by borrowing money at 5% and 
putting it to work at 8%. But A is 
a low turnover-high margin com- 
pany; B, a high turnover-low margin 
company. The significance of this 
distinction may be fully appreciated 
if a 1% decline in sales is assumed, 
with no change in the other variables. 
The return on investment figures 
would then become: 

99c 99c — (40c + 20c) — 10c 
A= — X 


$5 99c 
99c 39c — 10c 

=> — X 
$5 99c 


$24.75  $24.75—(20c+$24.40)—10c 


$5 $24.75 
$24.75 15c — 10c 
Sie sinensis YR ecaemmnctcems 
$5 $24.75 
2 Refer to 1 
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The rates of return are now: 
Co. A Co. B 
On total investment .. 7.8% 3% 
To bondholders ... 5.0% 5% 
On owners’ equity ... 9.66% 1.66% 


A 1% decline in revenue has thus 
reduced A’s return on total invest- 
ment by 24% and on owners’ equity by 
3.4%. But a 1% decline in B’s revenue 
has reduced its return on total in- 
vestment by 624% and on owners 
equity by 79.25%. Furthermore, B 
is no longer able to generate suff- 
cient earnings to repay the principal 
on its outstanding debt, while A’s 
position remains relatively unaffected. 
It follows, therefore, that in the ab- 
sence of any countervailing action, 
a high turnover-low margin company 
is not, by the very nature of its opera- 
tions, in a position to take advantage 
of operating and financial leverage. 


There is, however, one further con- 
sideration. Company A’s ability to 
restore its former return on invest- 
ment (40c on $5) depends, other 
things being equal, on its ability to 
reduce its variable costs by lc, or 
5% of the present figure. Company 
B, on the other hand, has to reduce 
its direct costs by 25c, or only 1% of 
the present figure, in order to restore 
its former earning power. (Had its 
fixed costs been $12.10 and its variable 
costs $12.50, a 2% reduction in fixed 
costs would be required). Whatever 
the division between fixed and vari- 
able costs, B’s use of debt, assuming 
it cannot reduce its investment and 
repay its debt quickly enough to 
make an increase in turnover or eli- 
mination of interest charges of any 
significance, depends on the extent 
to which its variable costs are amen- 
able to control. 


An infinite variety of combinations 
of turnover and earnings ratio, and 
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fixed costs and variable costs exists, 
with the majority of companies falling 
somewhere between the extremes pre- 
sented. 

Finance companies, however, do 
not fall into this category. Borrowing 
from one source to lend to others, 
they depend on a very high turnover 
to compensate for the low earnings 
ratio. Yet their balance sheets often 
reveal as much as $4 debt for every 
$1 owners’ equity. Despite a variable 
revenue picture, the high liquidity of 
their assets and nature of their debt 
enable them to expose themselves to 
the risks attached to such extreme 
leverage in the capital structure. In 
the event of a decline in revenues, 
they are able to scale down their 
assets, reduce their debt, and trim 
their interest charges in short order. 
Normal turnover and earnings ratio 
are thereby restored, and the desired 
rate of return on investment main- 
tained. 

Profit and risk are the twin pillars 
of our free-enterprise system. All 
firms automatically expose themselves 
to business risk; the acceptance of 
financial risk is a matter of choice. 
Clearly, the ability of a high turn- 
over-low margin company to profit 
from debt in its capital structure, and 
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to expose itself to the risks involved, 
depends on the presence or absence 
of at least one of the following fac- 
tors: stable revenues, flexible opera- 
ting costs, or a high degree of liquid- 
ity in its assets. All of these factors 
are taken into account in the return 
on investment formula. 


Conclusion 


With the interest of readers as yet 
not familiar with the approach in 
mind, this presentation of the return 
on investment formula has been kept 
deliberately simple. It should be ap- 
parent that the concept employs tools 
already well understood by the ac- 
countant. Its major value lies in its 
pulling together in one formula the 
statements with which the accoun- 
tant is primarily concerned: the 
balance sheet, the income statement, 
and the manufacturing statement. 
Furthermore, it enables one to de- 
velop a point of view, a way of as- 
sessing the effect of alternative 
courses of action in terms of an ob- 
jective. 

Readers interested in further re- 
search on this topic will find an exten- 
sive list of references in The Harvard 
Business Review, January-February 
1957, pp. 141-155. 





, BY J. E. SMYTH, F.C.A. 
Students Department  cucens tricerits” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, and reflect 
the personal views and opinions of the various contributors. They are not designed as 
models for submiss'on to the examiner but rather as such discussion and explanation 
of the problems as will make their study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM I 


Intermediate Examination, October 1956 
Accounting II, Question 4 (9 marks) 


On what date or dates should revenue be regarded as “earned” in each 
of the following unrelated transactions? Give reasons for your answer in each 
case. 

(3 marks for each item) _ 

(a) The T Manufacturing Co. receives a purchase order from a customer 
on March 16, 1956. On March 18, 1956, the goods are shipped and the cus- 
tomer is invoiced. A cheque is received from the customer in full payment 
on March 80, 1956. 

(b) The B Publishing Co. publishes a monthly magazine which is mailed 
to subscribers on the 15th of each month. A one-year subscription is received 
from a new subscriber on November 25, 1955. No cash is enclosed with the 
order. The customer is billed on December 15, 1955, on which date the first 
issue was mailed to him. A cheque in full payment is received from the 
subscriber on December 380, 1955. 

(c) The C Construction Co. signed a cost-plus contract for the construc- 
tion of a municipal building on July 3, 1955. Progress billings applicable to 
completed portions of the contract are mailed on December $1, 1955, and on 
June 30, 1956. Cheques are received in full payment of progress billings on 
January 15, 1956, and on July 15, 1956, respectively. The building is com- 
pleted on September 15, 1956. Final billing was made on that date and 
payment thereof received on October 1, 1956. 


A SOLUTION 


The Date or Dates on which Revenue is Earned 

(a) The revenue is earned on March 18, 1956 because the receipt of the 
purchase order on March 16 does not in itself place the purchaser under 
an obligation. In the usual circumstances the purchaser becomes obliga- 
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ted to the supplier when the materials are handed over to a common 
carrier. 

The payment of the account has no effect on the earning of revenue. 
It is merely the settlement of a legal claim which the supplier already 
has on the buyer. 

(b) One-twelfth of the revenue is earned on December 15, 1955 and one- 
twelfth on the fifteenth of each succeeding month. 

Revenue cannot be earned until the service is supplied — in this case 
the mailing of the magazine. Accordingly, revenue should be recorded 
progressively throughout the year. 

(c) Revenue is considered to be earned as progress billings are submitted 
to the customer for completed work. Thus the billing on December 31, 
1955 would be earned revenue on that date, and similarly on June 30, 
1956 and September 15, 1956. 

This treatment is, however, based on the assumption that there is 
no limit set on the total price of the completed job, that all costs incurred 
are admissible, and that collection from the customer is assured. 


Editor’s Discussion of Solution 

In the answer to part (a) of this problem the time of shipment is accepted as the 
criterion for the recognition of revenue. It is of interest to note that the time of shipment 
is not necessarily the time at which legal title passes to the buyer, though for most 
practical business purposes it would be. Section 19 of the Sale of Goods Act (Ontario) 


reads in part as follows: 
“Rule 5— ; 

“(i) Where there is a contract for the sale of unascertained or future goods by 
description, and goods of that description and in a deliverable state are uncon- 
ditionally appropriated to the contract, either by the seller with the assent of 
the buyer, or by the buyer with the assent of the seller, the property in the 
goods thereupon passes to the buyer. Such assent may be expressed or implied, 
and may be given either before or after the appropriation is made. 

Where, in pursuance of the contract, the seller delivers the goods to the buyer 
or to a carrier or other bailee or custodian (whether named by the buyer or 
not) for the purpose of transmission to the buyer, and does not reserve the 
right of disposal, he is deemed to have unconditionally appropriated the goods 
to the contract.” 
In Rhode v. Thwaites, an order was placed for twenty hogsheads of sugar, which were 
to be filled and delivered by the seller. The seller filled and delivered four hogsheads, 
subsequently filled the remainder and wrote to the buyer to take them away. The buyer 
replied promising to do so. It was held that by this act the buyer had consented to the 
“appropriation” and that the title in the goods had thereby passed to him. 

In the editor’s opinion there is another test rather than the legal test of passing of 
title which provides a criterion for deciding when revenue should be recognized on the 
accounts. We might ask, instead, what the accounting definition of revenue is. Suppose 
we say that revenue is “the measure of the inflow of assets into a business, in the form 
of cash or an account receivable, in return for goods and services sold”. There will 
then be two conditions which must be satisfied before we record revenue: (1) The 
customer must either have paid, or the business must have a legally enforceable claim 
against him (that is, a binding contract for the sale of the goods must exist); and (2) 
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This inflow of assets must be accompanied by an outflow of goods and services to the 
customer. In part (b) of this question, the first of these conditions is satisfied, but the 
second is not. Accordingly, revenue can be recognized only as the goods and services 
are provided to the customer. 

Some authors have distinguished between the earning of revenue and the realization 
of revenue. The process of “earning” comprises all those activities of a seller which 
normally precede a sale and which are undertaken for the purpose of making the goods 
available for sale. The “realization” of revenue consists in the receipt of money or an 
account receivable from a customer. Thus Paton and Littleton write, “Yet it may be 
reasoned that, in a certain sense, revenue is ‘earned’ during the entire process of operation 
reflected in the accumulation of costs assignable to product. This view is in accord with 
the basic assumption that all necessary activities, including distribution as well as technical 
production in all its phases, contribute to the final result, and hence to revenue, in pro- 
portion to the respective costs of such activities . . . . Revenues may be said to be implicitly 
earned in terms of operating activity, but usually the amount remains uncertain until 
the process is completed and the product transferred to the customer. At this point a 
price for the product is objectively determined, and new assets suitable as a gauge of 
revenue realization appear.” (“An Introduction to Corporate Accounting Standards”, pages 
48-9). 

We recall seeing a slogan for a nursery, “Our Business is Growing”. A nursery 
affords an excellent illustration of a business which experiences an increase in its assets 
(through the growth of the nursery stock it has to offer for sale, the development of bulbs 
into tulips, and so forth) and which is “earning” revenue before it “realizes” the revenue 
in sale of the stock to customers. 

For accounting purposes, revenue is not recognized on the accounts until it is both 
earned and realized (which is really what the definition of revenue cited above says). 
It is possible, as in part (b) of this problem, that revenue is realized before it is earned; 
in these circumstances revenue can only be recorded as it is earned. In part (c) the 
realization of revenue catches up with the earning of revenue on three dates, and on 
each of these dates revenue may be recorded to the extent that it has been both earned 


and realized. 


PROBLEM 2 


Final Examination, October 1956 
Accounting II, Question 6 (12 marks) 


The management of X Co. Ltd., incorporated under the Companies Act 
(Canada), has decided that the company’s financial statements should be 
prepared on a consolidated basis. This is the first time that such a procedure 
has been followed. 

The accountant of X Co. Ltd. has asked for your advice as to the balance 
sheet presentation of the excess of the book value of the net assets of the 
subsidiary company at the date of acquisition over the purchase price to the 
parent company. 

Required: 

Discuss the various possible treatments of this excess in the consolidated 

balance sheet, including location, terminology and underlying principles. 
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A SOLUTION 

Statement Presentation of Excess of Book Value of Net Assets of Subsidiary 

over Purchase Price 

1. If the subsidiary company has the asset “goodwill” on its own records, 
the credit arising in consolidation may be applied in reduction or elimination 
of this balance. This treatment may be supported by the argument that the 
goodwill shown on the subsidiary company’s records must be over- 
stated if the parent company was able to purchase its shares at less than 
book value. The assumption is not, however, necessarily correct; it 
may be other assets than goodwill which are overstated. The tendency 
to apply the credit against goodwill in these circumstances may be 
explained by the fact that it is difficult to identify an overstatement in the 
other specific assets of the subsidiary. 

2. If the subsidiary company does not have the asset goodwill on its own 
books, or if it is insufficient to absorb the excess, a deduction can be made 
from goodwill appearing elsewhere in the consolidated working papers 
(that is, from recorded goodwill of the parent company or of other subsi- 
diaries, if they exist). 

While this practice is customary, it is not theoretically correct. It amounts 
to writing off goodwill paid for in other transactions unrelated to the trans- 
action in which the shares of the subsidiary company were purchased. Such 
goodwill is an asset in its own right and there is no reason why its amount 
should be affected by a different transaction. 

8. If there is objective evidence of the overstatement of specific assets of the 
subsidiary, the excess credit should be shown as a deduction from these 
assets. 

This procedure will give the most and best information to the balance 
sheet reader but is often not feasible because of an inability to obtain 
adjusted asset figures supported by objective data. 

4. If there is no goodwill on the books of the subsidiary and no evidence of 
overstatement of specific assets of the subsidiary, the credit may be shown 
as a deduction from the total consolidated assets. 

This presentation is based on the theory that the excess represents a 
provision for general overvaluation, estimated loss, and shrinkage of the 
subsidiary’s total assets. The deduction should be described as such on the 
consolidated balance sheet. 

5. If there is no goodwill on the books of the subsidiary and no evidence of 
overstatement of specific assets, the excess credit may alternatively be shown 
in the shareholders’ equity section of the consolidated balance sheet. 

This treatment can be supported by the contention that the process of 
consolidation effects a restatement of the parent company’s asset “invest- 
ment in subsidiary”, and so requires an adjustment to the shareholders’ in- 
terest in this asset. 

The inclusion of the credit in the shareholders’ equity section raises the 
problem of its classification and description. If it is looked upon as an un- 
realized increment in assets, it should be set out as a separate item the des- 
cription of which avoids either of the terms “surplus” or “reserve”. If on 
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the other hand, it is regarded as a realized increase in assets, one must 
decide whether to classify it as earned or contributed surplus. 


Editor’s Comments 

In the editor’s opinion, the choice between procedure (4) and procedure (5) des- 
cribed above depends upon one’s faith in the ability of the stock market to assess, 
through the prevailing market price of shares traded, the “value” of the assets of com- 
panies. Obviously the book figures for the assets of a company may be (and usually 
are) quite different from a “value” which might be inferred from the price of the com- 
pany’s shares on the stock market. The choice comes, then, to deciding which of these 
two possible criteria of “value” is the more reliable . The assets which are shown on the 
books of a company include important items which are recorded at cost and at cost less 
depreciation, so that the aggregate figure for these assets will not necessarily reflect the 
going concern value of the company. On the other hand, the frequent fluctuations in 
the price of a company’s shares as traded on the stock market suggest that this criterion 
provides, at best, a short-term appraisal of value (in the sense that the value of assets 
is dependent upon their future earning power); at worst, this criterion includes the ef- 
fect of forces operating in the market as a whole, and not directly related to the pros- 
pects of the company in question. Again, a purchase of shares in a large block (such as a 
parent company makes in acquiring the interest in the subsidiary) may, in itself, affect 
market price, if the shares in question are purchased on the stock exchange rather than 
by direct negotiation with their holders. 


Examiner’s Comments 
1. A small proportion of the candidates mis-read the question and discussed the pres- 
entation of the excess of the purchase price to the parent company over the net 
assets of the subsidiary. 
2. Some candidates went into too much detail in describing the procedure for consoli- 
dating financial statements or in recording the investment in the parent company’s books 
and the changes therein. 


PROBLEM 3 


Final Examination, October 1956 
Accounting III, Question 2 (18 marks) 


K and J were partners in a business in which they shared profits and 
losses in the ratio 65:35, respectively. J died on August $1, 1956, and K 
decided to retire from business. 

The partners earned $26,000 for the fiscal year ended April 80, 1956. The 
financial position of the partnership as at August 31, 1956 is summarized 
below: + 
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K AND J 


BALANCE SHEET 
as at August 31, 1956 


ASSETS 


Accounts receivable 
Inventories 
Unexpired insurance 
Fixed assets (net) 


Accounts payable 
Mortgage payable-6% ........ 
Accrued mortgage interest 


Capital: 


Balance, April 30, 1956 .. $56,642 $18,660 
Net profit for four months ... 10,010 5,390 


—— 


Balance, August 31, 1956 .......... $66,652 $24,050 90,702 


$185,502 


CA was appointed to examine the accounts during the period of liquida- 
tion — September 1, 1956 to September 30, 1956 — and to assist with the tax 
returns of the partners. 

The following transactions took place during the period September 1 to 
September 15: 

(i) Customers’ accounts totalling $39,202 were collected. 

(ii) All fixed assets were sold for $30,000. 

(iii) All accounts payable were paid. 

(iv) By arrangement with the mortgagee, the mortgage was paid off on 

September 15, 1956, together with accrued interest to that date plus 
a bonus payment of $75. 

(v) All cash on hand at September 15, 1956, was distributed except for 

$1,800 to cover the estimated fees and expenses of the liquidator. 

The following transactions took place during the period September 16 to 
September 80: @ 

(i) Customers’ accounts totalling $20,500 were collected and the remain- 

ing accounts were sold for $1,500. 

(ii) $25,000 was realized from the sale of inventories. 

(ii) A rebate of $300 was received from the insurance company for the 

unexpired portion of the policy. 

(iv) Liquidation fees and expenses amounting to $1,500 were paid on 
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September 30, 1956, and a final distribution of cash was made on 
that date. 
Required: 
(12 marks) (a) A statement to show the liquidation of the partnership and 
the distribution of cash on September 15, 1956 and on 
September 30, 1956. 
(6 marks) (b) Advise K on his tax position and advise the executors of the 
estate of J on the tax position of the deceased. (Both K and 
J were married with no dependents ). 


A SOLUTION 


K and J 
STATEMENT OF LIQUIDATION 
September 1, 1956 to September 30, 1956 























Other Capital 
Cash_ Assets _Liabilities K J 
Balances, August 31, 1956 ....... $ 5,700 $129,802 $ 44,800 $ 66,652 $ 24,050 
Estimated fees and expenses 
ee 1,800 (1,170) (630) 
Accrued mortgage interest 
plus bonus payable ......... 100 (65) (35) 
46,700 65,417 23,385 
Cash realized on disposal 
of assets Sept. 1-15 ..... 69,202 (69,202) 
74,902 
Distribution of possible loss 
on disposal of assets ...... 60,600 (39,390) (21,210) 
Payment of accounts payable, 
mortgage principal, interest 
DN 3 9 nda de as ate (44,900) (44,900) 
30,002 
Payment of cash on hand to 
partners except for $1,800 
to cover liquidation expenses (28,202) (26,027) (2,175) 
Adjusted balances, Sept. 15 ..... 1,800 60,600 1,800 39,390 21,210 
Reduction of provision for 
liquidation fees and expenses (300) 195 105 
39,585 21,315 
Cash realized on disposal of 
assets Sept. 16 to 30 ....... 47,300 (47,300) 
Distribution of loss on 
disposal of assets .......... $ 13,300 (8,645) (4,655) 














Payment of liquidation expenses and 
final distribution of cash, 
Sept. 30, 1956 ..... pe oe $49,100 $ 1,500 $ 30,940 $ 16,660 
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(b) Tax Position of K 

If K obtains salaried employment for the balance of the year, he may 
have the benefit of section 37(2) of the Income Tax Act. 

If K does not secure salaried employment, he can elect to have the last 
fiscal period considered to have ended on the date it would have ended had 
the partnership not been wound up (section 15(2)). He will then file two 
returns, one for 1956 and the other for 1957: 

(1) Income from the firm, for the year ended April 30, 1956 — $16,900. 
(2) Income from the firm, for the year ended April 30, 1957 — $10,010. 

In the latter return, consideration must be given to recaptured deprecia- 

tion and losses on the disposal of accounts receivable and inventories. 


(c) Tax Position of Executors of J 
The executors will be permitted to file two tax returns, as follows: 

(1) A return showing income from the firm for the year ended April 30, 
1956 (35% of $26,000 — $9,100) plus other income to date of death, 
less personal exemption of $2,000. 

(2) A return showing income from the firm from April 30, 1956 to the date 
of death ($5,390), less personal exemption of $2,000. 

Examiner’s Comments 
The most frequent errors made by candidates were: 


1. Ignoring the payment of accrued mortgage interest for the half month to September 
15. 


2. Calculating the amount of the payments to partners in the profit and loss ratio. 


PROBLEM 4 


Final Examination, October 1956 
Auditing I, Question 5 (15 marks) 


Many accountants believe that corrections of net income of prior periods 
and extraordinary profits and losses should be considered as adjustments of 
earned surplus. Others are of the opinion that they should be included in 
the computation of net income for the current year. 


Required:’ 
State the arguments put forth by the proponents of each of these 
concepts. 


A SOLUTION 


Arguments in favour of current operating concept of income 

(1) Investors and prospective investors are primarily interested in the net 
income, that is, the ability of the company to earn profits under normal 
conditions, and this is what the statement of profit and loss should show. 

(2) The users of the financial statements will not have the background of 
information or technical knowledge to decide which items should be in- 
cluded in or excluded from the calculation of profit. If the calculation 
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(3) 


(4) 


includes extraordinary items, the reader is left to his own resources to 
determine which items should be included in a calculation of normal 
profit. 


If the reported net income of one year is affected by a material correc- 
tion of the net income of a prior year, the profits of neither year are 
then measured correctly. The trend indicated by reported profits is 
therefore misleading. 


The disclosure of all extraordinary and extraneous items should be made 
in a way which will avoid any possible distortion and confusion in the 
mind of the reader regarding the results of the regular operations of the 
business. 


Arguments in favour of the all-inclusive concept of income 


(1) 


(2) 


Over the life of an enterprise its annual income statements should, when 
the final figures of profit are added together, show total net income. 
This result would not be achieved if corrections and extraordinary items 
are shown in earned surplus. 


The inclusion of corrections and extraordinary items in earned surplus 
implies that they are non-recurring. Over the years, however, they do 
tend to recur. Furthermore, charges tend to exceed credits over a 
number of years, and the omission of these items from income deter- 
mination will have the effect of indicating a greater earning perform- 
ance than the company has actually experienced. 


(3) The line of demarcation between operating items and extraordinary or 


(4) 


(5) 


extraneous items is not clear-cut and is often a matter of opinion. When 
judgment is allowed to determine their disposition, material differences 
in the treatment of borderline cases develop. The practice of exclud- 
ing certain items from the measurement of income because they tend to 
“distort” the profit figure can degenerate into a system which aims at 
equalizing the income figure as much as possible from one year to the 
next. Full disclosure of the nature of these items will enable the reader 
to make his own additions or deductions for his own purposes. There 
are many possibilities for inconsistency in classifying items between in- 
come and surplus by different companies or by the same company in 
different years. 


Many so-called extraordinary and extraneous items are closely related to 
the operations of a series of years. A judgment of the financial affairs 
of an enterprise requires a study of the results of a period of prior years 
rather than of a single year, and the omission of materia] extraordinary 
items from annual income statements might mean that these items would 
be overlooked in the study. 


Many people who are not trained accountants have occasion to rely on 
financial statements and do not realize that the income statement may 
not tell the whole story of the year’s activities, and that the statement 
of earned surplus should also be scrutinized. 
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PROBLEM 5 


Final Examination, October 1956 
Auditing I, Question 6 (18 marks) 


The directors of M Co. Ltd., a large manufacturing company, have 
approved a major expansion program of the company’s fixed assets. It is 
expected that several million dollars will be spent over the next five years on 
this project. 

The majority of the additions will be purchased from outsiders, although 
some will be constructed by the company’s own staff. The directors have 
agreed that: 

(i) Fixed assets purchased from outside sources are to be recorded in 
the books at cost. The expense of installation, if any, will be in- 
cluded in the cost price. 

(ii) Fixed assets constructed by the company’s own staff are to be 
recorded at the total cost of materials and labour expended thereon 
and a proportionate share of construction superintendent’s salary. 
No factory service (overhead) expenses, other than salary of con- 
struction superintendent, are to be charged to the fixed assets. 

(iii) Annual provision for depreciation is to be calculated at the maxi- 
mum rates permitted by the Income Tax Act on a diminishing 
balance basis. 

(iv) All profits (or losses) on disposals of fixed assets are to be credited 
(or debited) to earned surplus account. 

However, the directors are concerned about the accounting system which 
should be adopted in order to provide proper internal control over capital 
expenditures. They wish to establish a system which will ensure that all 
capital expenditures are closely related to the company’s plan for develop- 
ment. 


Required: 

(6 marks) (a) Discuss the propriety of the directors’ plan for accounting 
for fixed assets, depreciation and profits (or losses) on 
disposals. 

(12 marks) (b) Outline an accounting system for capital expenditures re- 
lated to the company’s plan for development which would 
provide proper internal control. 


A SOLUTION 


(a) Propriety of the Directors’ Plan 
(i) Recording the acquisitions at their actual cost plus necessary installa- 
tion charges is quite correct and acceptable. 
(ii) In costing the company’s own construction, the suggested method may 
be used but it is generally preferable to include in the cost a portion 
of the overhead (allocated to the fixed assets constructed on some 
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logical basis), since all three factors of production should be taken into 
consideration. 


This method of recording depreciation may be appropriate from an 
accounting point of view in addition to satisfying the income tax re- 
quirements, but it should only be adopted for accounting purposes if it 
bears a reasonable relationship to the probable decline in serviceability 
of the fixed assets. The accounts of the company should record the 
effective depreciation from an accounting point of view, whether or 
not the amount is in agreement with the maximum rates permitted for 
income tax purposes. 


(iv) When a company records its depreciation at the maximum rates per- 
mitted by the Income Tax Act on a diminishing balance basis, it 
normally credits the lesser of selling price or capital cost to the pool of 
assets on the occasion of the sale or disposal of a single asset; with the 
result that profits and losses on disposal are adjusted for within the 
pool of assets itself. This method is consistent with a purely tax concept 
of depreciation in which the maximum allowable for tax purposes is 
recorded. If, however, the diminishing balance method provides a 
reasonable basis of allocating cost from an accounting point of view, 
the adjustment of profits and losses on disposal through earned surplus 
account is the appropriate procedure. 


(b) Outline of Accounting System to Provide Proper Internal Control over 
Capital Expenditures 


1. An asset will be acquired only on proper authorization and requisi- 
tion. For major acquisitions (say, over $1,000), the directors’ ap- 
proval will be obtained. A system of controls over spending may be 
established, with periodic appropriations made to each of the de- 
partments affected by the expansion program. 

. A controlling account for each group of fixed assets, supported by 
subsidiary records, will be maintained and balanced at least annually. 
An officer of the company will make a regular physical inspection of 
plant and equipment to verify the existence of the more significant 
items shown in the plant ledgers. 

. A serially numbered “Fixed asset authorization form” will be pre- 
pared for each proposed expenditure. Details such as the description 
of the project, the estimated expenditure, and the account classifica- 
tion will be set out on the form. 

. The costs of fixed assets constructed by the company for its own use 
are carefully accumulated on a work order, which is referenced to 
the related number of the fixed asset authorization form. All such 
costs will be supported by vouchers (e.g., time tickets). Overhead 
costs will be allocated to the project on a logical basis. These costs 
are then recorded on the fixed asset authorization form. 


. The cost of fixed assets purchased from outside sources and the re- 
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lated installation costs will also be entered on a work order referenced 
to the relevant fixed asset authorization form, and will subsequently 
be transferred to that form. 


. Purchase vouchers should be scrutinized continuously by an officer 


of the company to determine that they contain evidence of a proper 
requisition of the goods purchased, checking of the prices shown, re- 
ceipt of the goods, and entry of the cost on a work order. 


. As each project is completed, its total cost is transferred to the sub- 


sidiary ledger and to the control account in the general ledger. 


. Small fixed assets, easily transportable, will be under the control of 


as few persons as possible, and allotted specific locations if possible. 


. A rule will be established that transfers of assets between depart- 


ments or plants may be made only if duly authorized, and the ac- 
counting department notified of the transfer. 

Retirements and sales of fixed assets must be properly approved, and 
the accounting department notified. Attention must be given to the 
control of the revenue from the sale of fixed assets. 


Examiner's Comments 


A considerable number of candidates went into great detail in their discussion of 


internal control of purchases and payrolls, with the result that they overlooked the other 
points required in an answer to part (b). 








a 


\w 
‘ 


Ve 











Alberta 


B. C. Tanner, C.A., appointed a Sloan 


Fellow under the program initiated at 
Massachusetts Institute of Technology by 
Alfred P. Sloan, Jr., honorary chairman of 
the board of General Motors, has gradu- 
ated from that Institute with the degree 
of master of science in industrial manage- 
ment. 

Armstrong & Williams, Chartered Ac- 
countants, announce the removal of their 
offices to The Royal Bank Bldg., 382 Port- 
age Ave., Edmonton. 

Alexander Kennedy Miller & Co., Chart- 
ered Accountants, announce the removal of 
their offices to 204 Financial Bldg., 10621— 
100th Ave., Edmonton. 


British Columbia 

W. R. Myhill-Jones, C.A. announces the 
opening of an office for the practice of his 
profession at 1664 West Broadway, Van- 
couver. 

James M. Standeven, C.A., announces the 
admission to partnership of M. Stephen 
Wharram, C.A. The practice will be con- 
ducted under the firm name of J. M. Stand- 
even & Co., Chartered Accountants, with 
offices in the Scholefield Block, Courtenay, 
and the Medical Clinic Bldg., Campbell 
River. 

Ronald Bailey, C.A. announces the re- 
moval of his offices to Raworth Bldg., 913A 
Baker St., Cranbrook. 


Manitoba 

C. J. Spearin, C.A. has been appointed 
executive assistant to the managing direc- 
tor of Ford Motor Co. of Malaya, Singa- 
pore. 

McDonald, Currie & Co., Chartered Ac- 
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countants, Winnipeg, announce the admis- 
sion to partnership of A. Edson Boyd, C.A. 


Ontario 

Campbell, Lawless, Parker & Black, 
Chartered Accountants, announce the re- 
moval of their Toronto office to Rm. 514, 
159 Bay St., Toronto. 

Price Waterhouse & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 55 Yonge St., Toronto. 

J. Bowman Boyter & Co., Chartered Ac- 
countants, announce the removal of their 
head office to 2281 Yonge St., Toronto. 

Thorne, Mulholland, Howson & McPher- 
son, Chartered Accountants, Toronto, an- 
nounce the admission to partnership of 
Messrs. R. J. Kane, C.A., G. E. Barr, C.A., 
G. N. Saunders, C.A., J. B. Howson, C.A., 
J. M. Mulholland, C.A., J. W. Vair, C.A., 
W. A. Bradshaw, C.A. 

Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce the removal of 
their offices to the 6th floor, 55 Yonge St., 
Toronto. 

D. H. Cockman, C.A. has been appointed 
secretary of Ford Motor Co. of Malaya 
Ltd., Singapore. 

Harold A. Agar, C.A., has been ap- 
pointed assistant to the president of Gair 
Co. of Canada Ltd., Toronto. 

Herbert C. Rogers, C.A. has been ap- 
pointed to the board of directors of Double 
Cola of Canada Ltd., Toronto. 

George D. Foster, C.A. has been ap- 
pointed general manager of Canadian Trail- 
mobile Ltd., Toronto. 

Donald C. Hall, C.A. has been appointed 
comptroller and treasurer of Dibblee Con- 
struction Co. Ltd., Ottawa. 
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Allen, Miles, Fox & Johnston, Chartered 
Accountants, Toronto, announce the admis- 
sion to partnership of John A. Cooper, 
C.A. 


Quebec 


Maurice Messier, C.A. has been appoint- 
ed controller of the Provincial Electricity 
Board of the Province of Quebec. 


directly. 





W. M. MACLACHLAN 


The Institute of Chartered Accountants of 
British Columbia regrets to announce that 


William MacNeille Maclachlan, pioneer 
member of that Institute, passed away on 
July 9, 1957, at Duncan, B.C., in his 82nd 
year. 

Mr. Maclachlan articled with the Glasgow 
firm of Moores, Carson & Watson, and was 
admitted in 1906 to the Institute of Ac- 


CHANGE OF ADDRESS 


Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own provincial Institute. 

Periodic reconciliations of mailing lists are carried out but to 
ensure prompt receipt of all provincial Institute mail, it is 
essential that the secretary of the provincial Institute be notified 
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Derek C. R. Horne, C.A. has joined P. 
S. Ross & Sons, Chartered Accountants, 
Montreal as personnel manager. 


Morley B. Miller, C.A. announces the 
opening of an office for the practice of his 
profession at 7501 Ostell Crescent St., 
Montreal. 










countants and Actuaries in Glasgow. 
Shortly after, he moved to Canada, and 
was associated with firms in Winnipeg and 
in the Okanagan. In 1911 he formed a 
partnership with John F. Helliwell in the 
firm of Helliwell, Moore and Maclachlan. 
Mr. Maclachlan was admitted to the B.C. 
Institute in 1913 and remained active in the 
profession until after World War II. His 
wife predeceased him many years ago. 
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INSTITUTE. NOTES 


ATLANTIC STUDENTS SEMINAR 


To assist C.A. students in the Maritimes 
to prepare for the annual uniform examin- 
ations, the Nova Scotia Institute and Dal- 
housie University will again sponsor a pre- 
examination seminar commencing Mon- 
day, September 9. Specially prepared 
examination papers will be written by the 
students each day and marked by teams 
of markers the same evening so that the 
marked papers can be returned the next 
day with comments and immediately re- 
viewed in an open session. In addition, at 
the request of the Nova Scotia Students 
Council a special open session will be held 
for the raising of difficult problems not 
covered by the curriculum. Students are 
urged to send in their points of difficulty 
in advance to F. C. Burton; chairman of 
the Seminar Committee, Box 581, Halifax. 


ONTARIO INSTITUTE 


Hamilton Students’ Golf Tournament — 
The eighth annual golf tournament and 
dinner of the Hamilton and District Chart- 
ered Accountants Students Association was 
held on June 27, 1957, at the Niagara Falls 
Golf Course, followed by the annual meet- 
ing at the Hotel Sheraton-Brock. This 
year’s event was the most successful to date 
with over 100 students in attendance at 
both the golf tournament and dinner. Mr. 
Frank H. Buck, Registrar of the Ontario 
Institute, was guest of honour at the an- 
nual meeting. Officers elected for the 1957- 
58 year were: President, Paul W. Towne; 
Treasurer, Ross R. Hutchings; Secretary, 
Orville S. Bell. 


C.A. CLUB OF WESTERN ONTARIO 

The annual golf tournament of the Chart- 
ered Accountants Club of Western Ontario 
will be held at the Stratford Golf and 
Country Club on Tuesday, September 19. 
Tee-off times 12 noon to 2.30 p.m. 





LETTER TO THE EDITOR 


Westmount, Que., Aug. 1, 1957 


Sir: Permit me to point out an error in the 
August issue of your magazine. In the 
obituary of the late Lemuel Cushing, it is 
stated that at the time of his death, he 
was the oldest living member of the Que- 
bec Institute. Such was not the case, as I 
was 12 years older than Lemuel and am 
now in my 94th year. 

I am a retired partner of the well-known 
firm of P. S. Ross & Sons with whom I was 
associated for 45 years and was the only 
president of the Quebec Institute who served 
for two terms in succession. 

Joun A. Grant, C.A. 


One up for Mr. Grant. The late Mr. Cush- 
ing was admitted to the Quebec Institute 
in 1905, two years before Mr. Grant. How- 
ever, the latter at that time had passed his 
40th birthday whereas Mr. Cushing was 
28. It is quite certain that Mr. Grant is 
the oldest living member of the Quebec 
Institute. “To the best of our knowledge” 
he is the oldest living chartered accountant 
in Canada. Any challengers?—Ed. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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PUBLICATIONS of 


The Canadian Institute of 











Chartered Accountants 


Books and Brochures 


Auditing Procedures, by Dell and Wilson ......... eee te Se 1.25 
SONU INN? pe es Siig eh ss 4524 54 ids aca a's ala Sos 25 
Chartered Accountant Examinations in Canada ................. 50 
Accounting Terminology ........... (Members) $2.00; (others) 2.50 
Grain Accounting in Canada ........ 1.25; orders of 25 or more 1.00 
Should Small Business Incorporate? .........................- 25 


Examination Papers 
1950, 1951, 1952, 1953, 1954, 1955, 1956 
eee 50 each 


Examination Solutions 
1949, 1954, 1955 (solutions only) . cole lyhde SNC e ew ay ee oe 


EE 






Accounting and Auditing Research Bulletins 
(available in English and French) 

No. 1 Superseded by Bulletin No. 14 

No. 2 A Statement of the Minimum Standards of Professional Prac- 


tice which Should Apply in respect of Prospectuses ...... as 
No. 3 Superseded by Bulletin No. 12 
No. 4 Accounting for Bad Debt Losses ...................... 3 
No. 5 The Meaning of the Term “Cost” as Agotted to Inventory 

IIR sD 5 Brin eS eH ial si cds sha ae 456A > pice ¥ HE Sw ASO 15 
Bip. B= ibe ere ONE ck oo hace esebes 15 
No. 7 The Auditor’s Responsibility Say ‘a Validity of the Inven- 

tory Figure .............. FR on Santen ee hated 15 
No. 8 “Deferred” Depreciation .........................0.- 5 
No. 9 The Use of the Term “Reserve” and Accounting ter Reserves 15 
No. 10 Depreciation, Capital Cost Allowances and Income Taxes .._ .15 
if RE) SINE nce os ao ee ewes sae ee PEW 3 Bakar is Bebe RS 15 
No. 12 Loss-Carry-Over Tax Credits ......................45. 5 
No. 23 “Ginbemnents qtmont AGG ..... 0... ccc cee cee ees 5 
No. 14 Standards of Disclosure .. ie URL AT ae eN Sord 15 


Binding Folder for Research Bulletins ...................... 







The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 


PRACTICE WANTED: Chartered account- 
ant wishes to extend practice in Vancouver 
by purchase or succession agreement. Box 
687. 


CANADIAN CHARTERED ACCOUNT- 
ANTS practising in Bermuda require sev- 
eral third and fourth year students. Studies 
can be continued through Queen’s Univer- 
sity course. Address replies in own hand- 
writing, giving full particulars. Box 691. 


CHARTERED ACCOUNTANT: Young, 
aggressive chartered accountant required by 
Winnipeg firm of chartered accountants to 
manage branch office located in another 
fast growing Manitoba city. Applicant 
should have experience in taxation field and 
ability to handle a varied clientele. Re- 
muneration for this position will be salary 
and incentive annual percentage. Inter- 
ested qualified applicants apply in strict 
confidence giving age, education, experi- 
ence, etc. to Box 686. 


ACCOUNTANT WANTED: A large auto- 
mobile dealer in Montreal requires the ser- 
vices of an experienced accountant, not 
necessarily a C.A., to fill the position of 
assistant to the secretary-treasurer. Ap- 
plicant should have a thorough knowledge 
of general accounting and preferably have 
spent some time in a C.A.’s office. 

Reply in confidence to Box 688 stating 
age, qualifications, salary expected, etc. 





MONTREAL FIRM of chartered account- 
ants presents an opportunity for a chartered 
accountant to acquire an interest in the 
partnership. English speaking clientele. 
Box 692. 





VANCOUVER FIRM of chartered account- 
ants have vacancies for intermediate and 
senior students. Diversified and interesting 
practice with good opportunity for advance- 
ment with partnership possibilities. Inter- 
views will be arranged in your locality. All 
replies will be treated confidentially. Ap- 
ply Box No. 690. 


ACCOUNTANT: Experienced with degree 


or equivalent who has had exposure in 
personnel, office management, credits and 
collections, desired for expanding American 
Company in Canadian growth industry. 
Must be responsible, aggressive, with ini- 
tiative to develop. Company offers excel- 
lent benefits. Salary commensurate with 
ability. Apply by letter only to arrange 
for interview. Apply to Box 693. 


ACCOUNTANT: Office manager required 
by 350 bed hospital. Must be capable of 
assuming complete charge of all account- 
ing and office procedure. Excellent pros- 
pects for advancement for capable person 
able to accept responsibility and direct per- 
sonnel. Experience in hospital work in 
Ontario will be considered favourably. Ap- 
ply W. A. Holland, Superintendent, Oshawa 
General Hospital, Oshawa, Ontario. 





POSITION WANTED: Montreal chartered 
accountant seeks position with practising 
firm leading to partnership, purchase or 
succession arrangement. Box 694. 





POSITION WANTED by Toronto chartered 
accountant, aged 36, single, supervisor with 
practising firm, seeking challenging oppor- 
tunity in industry and free to travel or re- 
locate. Box 689. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - -  ~- Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, PITBLADO, 
McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 
Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West’ - - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 


Barrister and Solicitor 


1245 Bloor Street West’ - - - - Toronto 4, Ont. 





McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street’ - - - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street West - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - -  -  - Montreal 1, Que. 
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STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


1855 Rose Street’ - - Regina, Sask. 


LIFE INSURANCE 


NORMAN COWAN C.L.U. 


Taxation Specialist Pension Consultant 
Business and Personal Life Insurance 


IMPERIAL LIFE INSURANCE COMPANY 


Estate Planning 


- 320 BAY STREET, TORONTO 


MORT. L. LEVY, C.L.U. 
Life Insurance Counsellor 
THE IMPERIAL LIFE ASSURANCE COMPANY OF CANADA, 320 Bay Street, Toronto 








Specializing in 


Professional 
Group 
Continental | Accident and 
Casualty | Sickness 
Company | INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Ross D. HEins Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Members: The Investment Dealers’ Association of Canada 
TORONTO ¢ OTTAWA * HAMILTON ¢ WINNIPEG * MONTREAL 





Copical 


TAX 


REPORTS 
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To the prac- 
tising accountant 
who must have 
up-to-date 
authoritative tax information at his 
fingertips, CCH Canadian time-saving 
loose-leaf Reports are indispensable. 
Continuous reporting — indexed in 
detail and ready for insertion in easy- 
to-use binders. 


Write or telephone, and we shall be 
pleased to arrange for you to receive 
a demonstration of the practical 
applications of our loose-leaf 

Reporters. 


CCH, CANADIAN, LIMITED 


SESS SO I od 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 411 Transportation Bldg. 
TORONTO 10, ONT. MONTREAL 1, QUE. 








